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PREFACE 
 

The Medicare and Medicaid programs distribute extra payments to hospitals that treat a 
disproportionate share of indigent patients.  The disproportionate share hospital (DSH) payment 
policies differ substantially between the two programs and, under Medicaid, across states as well.  
Nevertheless, the general objectives of each program are the same: to support the hospitals that 
are crucial to the health care safety net, and to preserve access to these hospitals for the 
respective program's enrollees. 

Medicare and Medicaid DSH payments represent an important source of hospital 
revenues. In federal fiscal year 1998, Medicare DSH payments totaled an estimated $4.8 billion 
and Medicaid DSH payments totaled $15.0 billion, of which $8.3 billion were federal funds.  
This represented almost seven percent of total hospital revenues from all sources in that year.  
Yet relatively little is known about the distribution of these payments and how well they are 
targeted toward financially vulnerable safety net hospitals.   
 The Office of the Assistant Secretary for Planning and Evaluation in the Department of 
Health and Human Services contracted with the Urban Institute with RAND Health as its 
subcontractor to: 1) examine the distribution of both Medicare and Medicaid DSH funds across 
hospitals, 2) assess alternative criteria that could be used to identify safety net hospitals, 3) 
develop measures of hospital financial vulnerability to identify those safety hospitals that are 
under most financial pressure, and 4) explore the extent to which alternative allocation policies 
to the current Medicare and Medicaid DSH payment mechanisms would improve the distribution 
of funds to those safety net hospitals that are most vulnerable. This report provides the results of 
our analyses. 
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EXECUTIVE SUMMARY 

 
 
INTRODUCTION 

The Medicare and Medicaid programs distribute extra payments to hospitals that treat a 
disproportionate share of indigent patients.  The disproportionate share hospital (DSH) payment 
policies differ substantially between the two programs and, under Medicaid, across states as well.  
Nevertheless, the general objectives of each program are the same: to support the hospitals that 
are crucial to the health care safety net, and to preserve access to these hospitals for the 
respective program's enrollees. 

Medicare and Medicaid DSH payments represent an important source of hospital 
revenues. In federal fiscal year 1998, Medicare DSH payments totaled an estimated $4.8 billion 
and Medicaid DSH payments totaled $15.0 billion, of which $8.3 billion were federal funds.  
This represented almost seven percent of total hospital revenues from all sources in that year.  
Yet relatively little is known about the distribution of these payments and how well they are 
targeted toward financially vulnerable safety net hospitals.   

State-reported information on Medicaid DSH payments to individual hospitals permits 
for the first time a national examination of the joint distribution of Medicare and Medicaid funds 
and how well the funds are targeted toward vulnerable safety net hospitals. This report provides 
the results of our analyses to: 1) examine the distribution of both Medicare and Medicaid DSH 
funds across hospitals, 2) assess alternative criteria that could be used to identify safety net 
hospitals, 3) develop measures of hospital financial vulnerability to identify those safety 
hospitals that are under most financial pressure, and 4) explore the extent to which alternative 
allocation policies to the current Medicare and Medicaid DSH payment mechanisms would 
improve the distribution of funds to those safety net hospitals that are most vulnerable.  

 
OVERVIEW OF DSH FUNDING POLICIES 
 
Medicare DSH Policies 
 The Medicare DSH payment is an adjustment to the DRG payment for inpatient hospital 
services furnished by acute care hospitals. The adjustment is based on the hospital’s 
disproportionate share patient percentage. This is the sum of: 

• the percentage of the hospital's total Medicare patient days attributable to Medicare 
patients who also are federal Supplemental Security Income (SSI) beneficiaries 
(excluding state supplement only beneficiaries), and 

• the percentage of the hospital's total patient days attributable to Medicaid beneficiaries 
(excluding Medicare beneficiaries). 
The eligibility criteria and formulae for determining Medicare DSH payments have 

changed over time to include more hospitals and (except for the temporary reductions in the 
Balanced Budget Act of 1997 (BBA)) to provide more generous payment levels. As a result, the 
amount of these payments has grown considerably over the last decade.  In fiscal year 1989, 
Medicare DSH payments were an estimated $1.1 billion.  By 1992, payments had doubled to 
$2.2 billion, and they had more than doubled again by 1997.  

The Centers for Medicare and Medicaid Services (CMS, formerly the Health Care 
Financing Administration) has generally maintained that the DSH adjustment is intended to 
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cover only the higher costs associated with the care of Medicare beneficiaries in hospitals 
serving a disproportionate share of low-income patients. For example, when the prospective 
payment system for capital costs was implemented in FY1992, the DSH adjustment was 
established administratively based on the estimated effect of the disproportionate share of low-
income patient percentage on total inpatient costs per case and has no minimum threshold (but is 
limited to urban hospitals with at least 100 beds). On the other hand, the Medicare Payment 
Advisory Commission (MedPAC) views the DSH adjustment as a policy adjustment independent 
of hospital cost that is intended to assure access to care for low-income Medicare beneficiaries 
and other poor people. 

MedPAC has made several recommendations regarding the formula used to determine 
Medicare DSH payments (MedPAC 1998; MedPAC 1999, MedPAC 2001), including:  
• The low-income share measure should reflect the costs of services provided to low-income 

patients in both inpatient and outpatient settings.  
• In addition to Medicare SSI and Medicaid patients, the low-income share measure should 

include patients sponsored by other state and local indigent care programs and uninsured and 
underinsured patients represented by uncompensated care.  This would eliminate disparities 
caused by differences in Medicaid eligibility rules across states. 

• Medicare DSH payments should be concentrated among hospitals with the highest shares of 
low-income patients. A minimum threshold should be established below which a hospital 
receives no DSH payment but there should be no “notch” that would provide substantially 
different payments to hospitals just above and below the minimum threshold.  

• To eliminate the disparity between the payments received by urban and rural hospitals with 
the same proportion of low-income patients, the same general approach for distributing 
Medicare DSH payments should apply to all PPS hospitals.   

• The Secretary should collect the data necessary to implement a revised Medicare DSH 
payment mechanism. 

 
Medicaid DSH Payments 
 

In keeping with the federal/state partnership under Medicaid, states have considerable 
latitude in determining which hospitals are eligible for DSH payments and how those funds are 
distributed. The Medicaid law requires states to designate as disproportionate share hospitals all 
hospitals meeting one of the following criteria: 
• a Medicaid inpatient utilization rate one standard deviation or more above the mean for all 

hospitals in the state, or 
• a low-income utilization rate exceeding 25 percent. 
In determining the amount of the DSH payment to eligible hospitals, states may use the Medicare 
formula or make an adjustment that increases proportionally with the hospital's low-income 
utilization rate. States may designate other hospitals as disproportionate share hospitals and 
separate formulae are allowed for different types of hospitals.  

In the early 1990s, Medicaid DSH payments grew rapidly from less than $1 billion in FY 
1989 to more than $17 billion in FY1992; however, the use of DSH by the states is highly 
uneven. A study by Ku and Coughlin (1995) found that Medicaid DSH and related programs 
help support uncompensated care, but that only a small share of these funds were available to 
cover the costs of uncompensated care because of intergovernmental transfers and the amounts 
retained by the states.  In a later re-examination of this issue after legislation aimed at addressing 
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this issue had taken effect, Coughlin, Ku, and Kim (2000) found that an increasing share of the 
DSH gains was paid to local public and private hospitals and less was retained by the states.  
 
WHAT IS A SAFETY NET HOSPITAL?    
 

Federal policymakers, states and researchers have used a broad range of definitions to 
characterize safety net hospitals. While the definitions vary, a common theme is that safety net 
hospitals provide a disproportionate amount of care to vulnerable populations. Which hospitals 
are ultimately identified as safety net providers has important implications for evaluating 
whether DSH payments are well targeted: Is the purpose to help relieve hospitals financial 
burden of caring for low-income populations?  Help hospitals in financial distress?  Protect low-
income Medicare and Medicaid beneficiaries’ access to care? Compensate hospitals for 
providing care to the uninsured?  Help states and local governments in areas with high levels of 
need?  Encourage selected hospital behavior such as providing special services—teaching, 
emergency room care, trauma care and the like?  Or, perhaps, the purpose is some combination 
of these.  A summary of the key dimensions to describing a safety net hospital and how 
policymakers and researchers have defined safety net hospitals is provided in Table ES.1. 

An important distinction of safety net hospitals is that they provide care to vulnerable 
populations.  Unfortunately, there is no general agreement on which groups should be considered 
vulnerable. The Institute of Medicine’s recent report, America’s Health Care Safety Net, adopted 
a broad definition of vulnerable populations—including the “uninsured, Medicaid and other 
vulnerable patients” (IOM 2000).  The other vulnerable groups included homeless persons, 
persons with HIV, substance abusers, and the mentally ill.  

A major issue is whether low-income patients with insurance should be included in the 
definition of vulnerable (IOM, 2000).  The principal argument for excluding low-income 
Medicare patients (i.e., those that are entitled to SSI) and Medicaid patients is that they have 
insurance and thus have access to the health care system.  The uninsured, by definition, have no 
insurance, and generally have very limited ability to pay for their care.  The arguments for 
counting Medicaid patients as a vulnerable population is that, despite having insurance, Medicaid 
patients have complex health care needs and often have trouble gaining access to health care 
services because of the historically low program payment rates.  Further, their low-income and 
complex health care needs make them a vulnerable population. An alternative to an “all-or-
nothing” policy would be to include shortfalls (the difference between the costs and the amounts 
received) from Medicaid and local indigent care programs.  

Another distinguishing feature of safety net hospitals is that they provide a 
disproportionate amount of care to vulnerable populations. A key issue in quantifying the amount 
of care is whether it should be based on the volume of care provided to vulnerable populations or 
the uncompensated cost of that care. While the Medicare and Medicaid DSH programs identify a 
safety net hospital primarily on the volume of low-income patients it serves, another common 
strategy, especially in the research literature, is to designate safety net hospitals by their level of 
uncompensated care costs—that is, the costs of charity care and bad debt.  

Another important issue is how to decide whether the care to vulnerable populations is 
disproportionate to that provided by other hospitals. Medicare uses a national benchmark while 
Medicaid compares hospitals to others in the same state. MedPAC recommends that a threshold 
be set so that between 50-60 percent of hospitals would qualify for Medicare DSH payments. 
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Table ES.1 

Safety Net Hospitals:  Key Dimensions and Definitions 
 
Dimension Research and Policy Definitions 

Legal Mandate or 
Mission 

Clinton Health Care Proposal:  Legal mandate and in area of high need 
Gaskin and Hadley:  Mandate or mission driven or high share of low-
income discharges 

Vulnerable 
Populations 

Medicare DSH formula:  Medicaid and Medicare/SSI recipients 
Basic Medicaid DSH formula:  Three available options, which can be 
used separately or jointly 
Medicare DSH formula 
Medicaid recipients only or 
Low-income populations including Medicaid and indigent persons 
Medicaid DSH option:  states free to establish own criteria for 
vulnerable populations 
IOM:  uninsured, Medicaid, and other populations such as people with 
HIV or mental illness. 

Disproportionate 
Amount of Care  

Volume of care: 
Medicare DSH Formula:  threshold volume of Medicaid and Medicare 
SSI patients depending upon selected hospital characteristics such as 
size and location 
Federal Medicaid DSH minimum standards: 
Hospital’s Medicaid inpatient rate at least 1 S.D. above state mean 
Medicaid inpatient rates 
Hospital’s “low-income use rate” (Medicaid and charity care patients)1 
>25% 
Many states pay DSH to other hospitals as well 
Costs of uncompensated care: 
Top 10% of hospitals providing most bad debt and charity care (Baxter 
and Mechanic 1997) 
Top 10% of hospitals with highest ratio of bad debt and charity care to 
operating expense (Fishman 1997) 
Ratio of hospital’s uncompensated care to hospital’s total costs >10% 
(Cunningham and Tu 1997) 
Type of care: 
Provision of certain types of services (e.g. ER, trauma, burn) as 
indication of safety net hospital 

Level of 
Aggregation 

National                   •  Hospital-type 
State                         •  Market level 

                                                 
1 Low income use rate is the sum of two ratios.  The first is the share of the hospital’s total revenue for patient 
services that are paid by Medicaid or state/local subsidies.  The second is the percent of total hospital charges for 
inpatient services accounted for by the net (of state and local subsidies for inpatient care) amount of charity care 
provided to inpatients. 
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HOW SHOULD FINANCIAL VULNERABILITY BE DEFINED?  
 

Developing and evaluating alternative methods for distributing Medicare and Medicaid 
DSH payments requires measures of the financial pressure faced by each safety net hospital. The 
measures serve two potential purposes. First, one or more of them could be used as an explicit 
factor in allocating funds to safety net hospitals. The measures most appropriate for this purpose 
would be those that are directly related to serving low-income populations such as shortfalls 
from Medicaid and local indigent care programs and/or uncompensated care. Second, more 
general measures such as a hospital’s margin net of DSH payments can be used to evaluate how 
well the DSH allocation policy targets financially vulnerable safety net hospitals without being 
explicitly incorporated into the allocation formula. Comparing total margin net of DSH payments 
to total margin including DSH subsidies under alternative DSH allocation methodologies 
provides an indication of how a hospital’s financial viability would be affected assuming no 
behavioral changes occur in the services it provides or in the revenues it receives from Medicaid 
and other payers.  
 
FRAMEWORK FOR ANALYZING DSH ALLOCATION POLICIES  
 
 The literature concerning safety net hospitals and the current policies for Medicare and 
Medicaid DSH payments suggest a set of policy issues related to the distribution of DSH funds.  

• To what extent should DSH funds be targeted on core safety net providers that are 
financially vulnerable?  Should hospitals that are able to cover losses attributable to 
uncompensated care and Medicaid shortfalls receive subsidies? Some hospitals that 
provide a substantial volume of services to low- income patient populations are not 
financially vulnerable because they are able to generate sufficient revenue (in the 
absence of government subsidies) to cross-subsidize the cost of caring for low- income 
patients.  

• How can the allocation policy be structured to maintain or enhance level of effort 
regarding Medicaid eligibility and reimbursement rates as well as programs to subsidize 
care provided to the uninsured?  

• Should a threshold be used to target DSH payments on those hospitals that serve as core 
safety net hospitals?  What are the implications for communities where caring for the 
uninsured is shared across hospitals relative to those where it is concentrated in a few 
hospitals?  

 
Analytical Policy Questions 
  
 Underlying these major policy issues are empirical questions regarding the sensitivity of 
the allocations to different measures that could be used to define financially vulnerable safety net 
hospitals. These questions are important in understanding the impact the policy choices could 
have on the distribution of DSH funds to particular hospitals and identifying those choices where 
administrative preferences for readily available measures would have little effect on the 
distributions. In this report, we evaluated how different measures of financially vulnerable safety 
net hospitals would affect 1) the set of hospitals eligible to receive federal subsidies and 2) the 
distribution of funds among those hospitals. The analytical questions related to the distribution of 
DSH funds include:  
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• How sensitive is the allocation of DSH funds to different measures of vulnerable 
populations? Do measures that use only a subset of low-income patients (e.g. Medicaid 
patients) target the same hospitals as more inclusive measures? 

• Is it feasible for the allocation formula to take into account both inpatient and outpatient 
services? How does this affect the relative distribution of DSH funds?  

• Do measures based on the proportion of care furnished to low-income patients target a 
different set of hospitals than those based on the financial risk associated with serving 
low- income patients?  

• Does a strategy such as a minimum threshold or sliding scale improve the relationship 
between a hospital’s financial risk and the subsidy it would receive from a DSH fund?  
Our exploratory analyses of alternative allocation policies are within the context of using 

a single federal DSH funding mechanism.  By assuming there would be a new funding stream to 
support financially vulnerable safety net hospitals, there is no need to link the funds to services 
provided to Medicare and Medicaid beneficiaries and there is greater flexibility to address the 
identified shortcomings of the current system. Our baseline is current law Medicare payments 
and the federal share of Medicaid DSH payments.  

The simulations included: 
• a MedPAC-like approach that would distribute funds based on the hospital’s proportion 

of low-income revenues and adjusted discharges2; 
• policies focused on the financial risk associated with serving Medicaid and self-pay 

patients (i.e., Medicaid shortfalls and uncompensated care costs).  
To minimize issues related to whether higher costs are attributable to hospital 

inefficiency or justifiable differences in costs, the financial measures used in the allocation 
policies do not measure costs directly; rather, they express financial risk associated with serving 
poor people as a percentage of revenues or costs. In some allocation policies, we made 
adjustments for cost differences attributable to case mix and hospital wage levels. 

 
HOSPITAL DATA SET AND LOW-INCOME PATIENT VARIABLES  
 

Ideally, all required data needed to evaluate the distribution of DSH funds would be 
available for all hospitals across the country for the same time period. Substantial information on 
individual hospital characteristics is available from national sources, including cost reports filed 
by Medicare participating providers. However, some utilization and financial data that are 
needed to measure hospital services to low-income populations (or at least the resources devoted 
to Medicaid patients and self-pay patients) are not directly available. Detailed inpatient 
utilization data on self-pay patients are available only for the 20 percent sample of hospitals from 
the 24 states included in the Agency for Healthcare Research and Quality’s Hospital Cost and 
Utilization Project (HCUP) database. Much of the needed information on revenues by payer and 
on uncompensated care is collected in the American Hospital Association (AHA)’s Annual 
Survey, but confidentiality considerations preclude using that information for detailed 
exploratory analyses requiring hospital-level information. Thus, we supplemented the available 
national data with the HCUP national sample and detailed claims and financial data from three 
states: California, New York, and Wisconsin. The state financial data have detailed information 
                                                 
2 The terms adjusted days and adjusted discharges refer to adjusting inpatient volume statistics to take into account 
outpatient services. To do so, the inpatient statistic is increased by the ratio of total patient revenues to inpatient 
revenues.  
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by payer source on inpatient and outpatient gross revenues and on uncompensated care. In 
addition, we had access to 100% of their 1997 inpatient claims through HCUP.  

Medicare DSH Payments: We drew on several public use files maintained by CMS to 
simulate Medicare FY1998 DSH payments and the payments that would have been made under 
FY2003 DSH payment assuming all other FY1998 payment parameters remained unchanged. 

Medicaid DSH Payments: We relied primarily on the state reports submitted to CMS on 
FY 1998 DSH payments to individual hospitals. An issue is the extent to which the reported 
DSH funds represent “new” money to the hospitals. It is commonly recognized that the states 
often use the Medicaid DSH program not only to finance hospitals serving a disproportionately 
large share of low-income patients (the program’s direct purpose), but also to secure additional 
federal funds for the state budget. To evaluate the effect of the program on the financial positions 
of hospitals, we needed to understand the underlying composition of total Medicaid DSH funds. 
We were limited in our analysis to information on “new” DSH for the three states for which we 
had comprehensive financial data. 

Low-Income Patient Measures: 
 Claim-based Measures. These measures are based on the amount of care a hospital furnishes to 
low-income patients as measured through claims data, i.e. the proportion of days or discharges 
attributable to low-income patients. Inpatient claims data can also be used to measure the 
hospital’s percentage of gross inpatient revenues attributable to low-income patients. Inpatient 
claim-based measures involve several assumptions: 

• All utilization on the claim is attributed to the primary payer. For example, the measure is 
not sensitive to situations where Medicaid is secondary payer for part of an inpatient stay.  

• Low-income patients utilize outpatient services in the same proportion as inpatient 
services. Low-income patients tend to have a relatively higher outpatient utilization rates 
than inpatient (because they have less access to community physicians).    

Including self-pay and no-charge patients in the statistic implicitly assumes that no-charge 
patients are charity care and that self-pay patients represent low-income patients that are unable 
to pay for their care. We know that no-charge patients include those receiving courtesy and 
employee allowances and that the percentage of no-charge patients is likely to overestimate the 
percentage of charity care patients. Similarly, some self-pay patients are able to pay for some or 
all of their care (and some, such as wealthy foreign patients are able to pay full charges).  
 
Utilization Measures Derived From Financial Data. Financial data can be used to measure the 
percentage of gross revenue attributable to low-income patients. These measures have several 
advantages over those derived from inpatient claims data.  

• Secondary payers are accounted for (assuming the reporting is accurate). 
• Both inpatient and outpatient volume are directly measured.  
• Implicit recognition is given to differences in severity across the hospital’s patient 

population. 
 
Financial Risk Measures. Instead of measuring low-income patients utilization, financial data 
can also be used to measure the financial risk associated with serving low-income patients. In 
this report, we define financial risk in terms of shortfalls from Medicaid and local indigent care 
programs, bad debt, and uncompensated care. Under this definition, Medicare SSI patients and 
Medicaid patients to the extent the Medicaid payment covers the cost of their care do not 
contribute to financial risk.  
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State
No. of 

Hospitals

Adjusted 
Patient 

Days 
(millions)

% of Total 
Adjusted 

Patient Days

Medicare 
DSH 

Payments

% of Total 
Medicare 

DSH 
Payments

Medicaid 
DSH 

Payments 

Medicaid 
DSH 

Payments 
received by 

specific 
facilities

% of 
Medicaid 

DSH 
Payments to 

Specific 
Facilities

Medicaid 
DSH 

Payments to 
Unidentified 

Facilities

% of Total 
Payment to 
Unidentified 

Facilities

% of Total 
Medicaid 

DSH 
Payments

Total 
Medicare 

and 
Medicaid 

DSH 
Payments

% of Total 
DSH 

Payments

Total 5638 305.6 100.0% 4,825 100.0% 15,030         13,398 100.0% 1,632.0 100.0% 100.0% 19,855 100.0%

Alabama 114 5.6 1.8% 96 2.0% 394              47 .4% 346.7 21.2% 2.6% 490 2.5%

Alaska 23 0.7 .2% 4 .1% 14                14 .1% .0 .0% .1% 18 .1%

Arizona 74 3.4 1.1% 46 1.0% 122              122 .9% .0 .0% .8% 169 .8%

Arkansas 84 3.4 1.1% 25 .5% 2                  2 .0% .0 .0% .0% 26 .1%

California 443 24.2 7.9% 866 18.0% 2,448           2,448 18.3% .0 .0% 16.3% 3,314 16.7%

Colorado 78 2.8 .9% 24 .5% 175              175 1.3% .1 .0% 1.2% 199 1.0%

Connecticut 50 3.2 1.0% 33 .7% 370              370 2.8% .0 .0% 2.5% 403 2.0%

Delaware 7 0.9 .3% 7 .1% 7                  7 .1% .0 .0% .0% 14 .1%

DC 14 1.5 .5% 39 .8% 34                34 .3% .0 .0% .2% 73 .4%

Florida 212 15.5 5.1% 322 6.7% 371              371 2.8% .0 .0% 2.5% 693 3.5%

Georgia 164 9.4 3.1% 142 2.9% 413              0 .0% 413.3 25.3% 2.8% 555 2.8%

Hawaii 22 1.1 .4% 20 .4% -               0 .0% .0 .0% .0% 20 .1%

Idaho 44 1.2 .4% 8 .2% 1                  1 .0% .0 .0% .0% 9 .0%

Illinois 214 13.2 4.3% 189 3.9% 232              152 1.1% 80.5 4.9% 1.5% 421 2.1%

Indiana 121 7.2 2.3% 49 1.0% 123              116 .9% 6.8 .4% .8% 172 .9%

Iowa 118 4.6 1.5% 13 .3% 20                20 .1% .0 .0% .1% 33 .2%

Kansas 126 3.7 1.2% 18 .4% 42                42 .3% .0 .0% .3% 60 .3%

Kentucky 120 5.4 1.8% 71 1.5% 195              195 1.5% .0 .0% 1.3% 266 1.3%

Louisiana 149 5.7 1.9% 119 2.5% 734              734 5.5% .0 .0% 4.9% 853 4.3%

Maine 43 1.5 .5% 15 .3% 124              124 .9% .0 .0% .8% 139 .7%

Maryland 62 5.0 1.6% 53 1.1% 143              143 1.1% .0 .0% 1.0% 197 1.0%

Massachusetts 95 6.8 2.2% 70 1.5% 549              549 4.1% .0 .0% 3.6% 619 3.1%

Michigan 188 10.6 3.5% 129 2.7% 320              320 2.4% .0 .0% 2.1% 449 2.3%

Minnesota 142 6.8 2.2% 43 .9% 56                0 .0% 56.3 3.4% .4% 99 .5%

Mississippi 105 4.5 1.5% 77 1.6% 179              179 1.3% .0 .0% 1.2% 256 1.3%

Missouri 154 7.8 2.6% 66 1.4% 673              673 5.0% .0 .0% 4.5% 740 3.7%

Montana 49 1.8 .6% 3 .1% 0                  0 .0% .0 .0% .0% 3 .0%

Nebraska 94 2.8 .9% 15 .3% 6                  6 .0% .0 .0% .0% 21 .1%

Nevada 27 1.2 .4% 20 .4% 74                74 .5% .0 .0% .5% 94 .5%

New Hampshir 29 1.3 .4% 0 .0% 128              128 1.0% .0 .0% .9% 129 .6%

New Jersey 97 8.1 2.7% 107 2.2% 1,023           841 6.3% 181.9 11.1% 6.8% 1,130 5.7%

New Mexico 50 1.4 .5% 18 .4% 7                  7 .1% .0 .0% .0% 25 .1%

New York 296 29.8 9.7% 659 13.7% 1,867           1,867 13.9% .0 .0% 12.4% 2,527 12.7%

North Carolina 140 9.8 3.2% 210 4.4% 375              375 2.8% .0 .0% 2.5% 585 2.9%

North Dakota 50 1.7 .6% 3 .1% 1                  1 .0% .0 .0% .0% 4 .0%

Ohio 207 12.3 4.0% 102 2.1% 657              657 4.9% .0 .0% 4.4% 759 3.8%

Oklahoma 132 3.7 1.2% 40 .8% 23                23 .2% .0 .0% .2% 62 .3%

Oregon 66 2.5 .8% 19 .4% 29                29 .2% .0 .0% .2% 49 .2%

Pennsylvania 211 15.4 5.0% 187 3.9% 546              0 .0% 546.3 33.5% 3.6% 734 3.7%

Puerto Rico 53 2.7 .9% 12 .2% -               0 .0% .0 .0% .0% 12 .1%

Rhode Island 13 1.3 .4% 10 .2% 56                56 .4% .0 .0% .4% 66 .3%

South Carolina 68 4.5 1.5% 101 2.1% 439              439 3.3% .0 .0% 2.9% 539 2.7%

South Dakota 54 1.5 .5% 3 .1% 1                  1 .0% .0 .0% .0% 4 .0%

Tennessee 127 6.6 2.2% 142 2.9% 0                  0 .0% .0 .0% .0% 142 .7%

Texas 413 17.6 5.8% 416 8.6% 1,439           1,439 10.7% .0 .0% 9.6% 1,854 9.3%

Utah 44 1.6 .5% 12 .2% 4                  4 .0% .0 .0% .0% 15 .1%

Vermont 15 0.8 .3% 2 .0% 29                29 .2% .0 .0% .2% 31 .2%

Virginia 107 7.5 2.4% 82 1.7% 160              160 1.2% .0 .0% 1.1% 242 1.2%

Washington 109 4.2 1.4% 57 1.2% 329              329 2.5% .0 .0% 2.2% 386 1.9%

West Virginia 62 3.2 1.0% 32 .7% 82                82 .6% .0 .0% .5% 114 .6%

Wisconsin 134 6.1 2.0% 30 .6% 11                11 .1% .0 .0% .1% 42 .2%

Wyoming 25 0.7 .2% 0 .0% 0                  0 .0% .0 .0% .0% 0 .0%

Table ES.2  Joint Distribution of  DSH Payments by State, FY 1998 ( $ millions)
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JOINT DISTRIBUTION OF DSH PAYMENTS UNDER CURRENT POLICIES 
 
Medicare DSH Payments 
 

We estimate Medicare FY 1998 actual DSH payments at $4.83 billion. If the FY2003 
DSH payment rules had been in effect and all other FY1998 payment parameters remained 
unchanged, payments would have been $358 million higher, or $5.18 billion. Consistent with the 
changes in the formula, most payment increases occurred among rural hospitals and small urban 
hospitals. Although rural hospitals provided 19% of total Medicare inpatient days, they received 
only 3.1% of the Medicare DSH payments. Under BIPA, the rural share of DSH payments will 
more than double to 7.2%.  

 
Medicaid DSH Payments 
 

Nationally, we found that the states reported $15 billion in DSH payments to hospitals, 
with about 23% of this amount paid to institutes for mental disease. The states with the largest 
DSH programs are California, New York, New Jersey, and Texas. Utilizing the estimates made 
by Coughlin et al. for FY 1997, we estimate that 11 states retained DSH funds: California, 
Connecticut, Georgia, Indiana, Kentucky, Massachusetts, Mississippi, Missouri, North Carolina, 
Rhode Island, and Texas. The amounts retained by the 11 states represented 15% of federal DSH 
payments. If we assume that only the federal share of DSH payments represents new money to 
facilities, “new” DSH payments would total $8.3 billion. 

 
Distribution of Total DSH Payments  
 
Five states together receive almost half of the total amount of DSH payments: California 
(16.7%), New York (12.7%), Texas (9.3%), New Jersey (5.7%), and Louisiana (4.3%). At the 
same time, these states have only 28% of the total adjusted patient days (7.9, 9.7, 5.8, 2.7, and 
1.9 %, respectively) (Table ES.2).  
  In Table ES.3, we summarize the distribution of DSH payments to the acute care 
hospitals in our analysis file by hospital characteristics. For the Medicaid component of the DSH 
payment, we have used only the federal share of DSH payments. 
• Across all hospitals, the joint DSH payments raise total margins from 1.9% to 4.7%.  
• State and county-owned hospitals receive 13% of Medicare DSH payments and 48% of 

Medicaid payments. 
• Using Medicare SSI and Medicaid days as the measure of low-income patients, 50% of 

Medicare payments and 64% of Medicaid payments are to hospitals with at least 30% low-
income patients. Except for the highest categories, the average DSH payment per discharge 
increases as the percentage of low-income patients increases.  

• 37% of Medicare DSH payments and 63% of Medicaid payments are to hospitals with a 
Medicaid utilization rate that is above one standard deviation from the state average. The 
average DSH payment per discharge increases by hospital quartile (the first quartile is the 
lowest quartile of acute care hospitals in the state based on Medicaid utilization).
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Category
Total FY 
1998 DSH 
Payments*

Ave. DSH 
Payment Per 

Discharge

Medicare 
FY 1998 

DSH 
Payments

Medicaid FY 
1998 DSH 
Payments

           1,998 1998 1998
Medicare+  

FS Medicaid

All Hospitals 4,940          4.7% 1.9% 9,316$          363$            4,578$         4,737$             
By Geographic Area
        Urban 2,747          4.7% 1.6% 94% 376 97% 91%
                Large urban 1,561          4.1% 0.8% 65% 419 64% 66%
                Other urban 1,159          5.7% 2.9% 29% 307 33% 25%
                Urban, type missing 27               0.9% 0.2% 0% 239 0% 0%
        Rural 2,183          4.8% 3.4% 6% 231 3% 9%
        Missing 10               -3.3% -3.3%
Type of Ownership
                Federal government 1                 15.4% 14.5% 0% 109 0% 0%
                State government 71               2.4% -6.9% 10% 1,364 6% 15%
                County or local  government 678             5.0% -2.6% 20% 1,231 7% 33%
                Gov. - hosp. distr. or auth. 618             5.9% 2.2% 10% 486 7% 12%
                Not-for-profit 2,931          4.5% 2.4% 52% 258 68% 37%
                For-profit 641             5.5% 2.8% 8% 255 12% 3%

                <.10 1,216          5.9% 5.6% 3% 43 1% 5%
                = >.10 and <.20 1,681          4.8% 3.5% 16% 172 19% 14%
                = >.20 and < .30 928             4.2% 1.1% 24% 397 31% 17%
                =>.30 and <.40 445             3.2% -3.0% 25% 819 25% 25%
                =>.40 and <.50 196             2.7% -8.0% 17% 1,172 13% 20%
                =>.50 and <.60 92               3.2% -8.9% 9% 1,512 6% 12%
                =>.60 and <.70 47               10.4% -4.8% 5% 1,746 3% 6%
                =>.70 and <.80 23               8.7% -4.1% 1% 1,070 2% 1%
                =>.80 7                 2.4% -9.9% 0% 693 0% 0%
                Missing 305             2.4% 2.2% 0% 95 1% 0%

                1st state quartile 1,187          5.7% 5.2% 3% 59 3% 3%
                2nd state quartile 1,188          4.8% 3.5% 9% 159 11% 7%
                3rd state quartile 1,187          4.7% 2.4% 20% 273 27% 13%
                4th state quartile 1,185          4.0% -2.0% 68% 745 59% 76%
                Missing 193             3.1% 2.9% 0% 11 0% 0%
                1 std. dev. above state ave. 616             4.3% -4.0% 50% 990 37% 63%
                Less than 1 std. dev. above state ave. 4,131          4.8% 2.9% 50% 224 63% 37%
                Missing 193             3.1% 2.9% 0% 11 0% 0%
Total Margin Net of DSH
                From 30% to 70% 47               41.3% 40.2% 1% 202 1% 0%
                From 20% to 30% 93               24.8% 24.0% 1% 190 2% 1%
                From 10% to 20% 516             14.7% 13.5% 6% 149 10% 3%
                From 5% to 10% 918             8.3% 7.2% 13% 187 18% 8%
                From 0% to 5% 1,327          4.2% 2.4% 17% 236 22% 12%
                From -5% to 0% 891             0.5% -2.3% 19% 457 21% 17%
                From -10% to -5% 474             -2.0% -7.3% 11% 628 12% 11%
                From -20% to -10% 390             -7.0% -14.0% 13% 949 9% 17%
                From -30% to -20% 150             -12.1% -24.2% 8% 1,928 3% 13%
                From -50% to -30% 102             -22.6% -38.3% 10% 2,397 3% 17%
                From -70% to -50% 32               -28.8% -57.6% 1% 1,303 0% 2%

*Joint DSH payments based on actual Medicare FY1998 payments and federal share of Medicaid DSH payments.

Medicare SSI Days and Medicaid Days as % Total Inpatient Days

Medicaid Days As % Total Inpatient Days

Table ES.3

Distribution of DSH Payments ($ millions) and Impact onTotal Margins by Acute Care Hospital Categories

N of 
Hospitals

Total Margin
Total Margin 
Net of DSH 
Payments
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• Generally, the average DSH payment per discharge increases as hospital margins decline. 
The exceptions are the hospital classes with the highest and lowest margins. 

• About 53% of Medicare DSH payments and 24% of Medicaid payments went to hospitals 
that had positive margins prior to taking DSH payments into account.  

 
EXPLORATORY ANALYSES USING NATIONAL HCUP DATA 
  

As noted earlier, data were not available that allowed us to examine alternative allocation 
policies with a national set of hospitals. Using the hospitals that are represented in the HCUP 
national sample that we were able to link with hospital-specific Medicaid DSH payments (100% 
inpatient claims from a 20% sample of hospitals in 15 states), we examined the relationship 
between key low-income patient measures that could be used in an allocation formula (e.g. 
proportion of days, discharges, and revenues and case-mix index including/excluding Medicare 
SSI patients). The degree of correlation between the measures can be used to predict whether the 
choice of the measure (utilization or revenue) used to describe hospital’s low-income patients is 
likely to have a significant effect on the distribution of funds. We were able to evaluate only 
inpatient utilization and gross revenue low-income patient measures with the HCUP data. The 
HCUP does not have outpatient data or the uncompensated care data needed to measure financial 
risk.  
  There are several findings from our HCUP analysis that have import in designing a DSH 
allocation policy. First, in defining safety net hospitals, it appears that the choice of patient 
population to be included in the allocation statistic (e.g. with or without Medicare SSI 
beneficiaries) is more important than how care provided to those patients is quantified. It may 
not be administratively feasible to take into consideration all low-income patients. A hospital’s 
proportion of low-income days is more highly correlated with its proportion of Medicaid days 
than either its proportion of Medicare SSI and Medicaid patients or its Medicare DSH patient 
percentage.  

The different measures quantifying the amount of care provided to a low-income 
population (days, discharges, or charges) are highly correlated with each other. However, the 
choice could have implications for certain hospitals. Those with a high volume of Medicaid 
maternity cases or shorter than average length of stay (e.g. California hospitals) would benefit if 
discharges were used instead of days as the measure of the proportion of care provided to low-
income patients.  

Neither the current DSH allocation policies nor the alternatives that we examined target 
DSH payments to safety net hospitals in a way that is strongly correlated with net income.3 
However, the current DSH policies are more highly correlated than the alternatives that we 
examined. For example, the correlation between the joint DSH payments to safety net hospitals 
and their net income was -.48 compared to only  -.17 for an allocation policy based on non-
Medicare low-income patient days with a wage-index adjustment.  
 
THREE STATE ANALYSIS OF ALTERNATIVE DSH POLICIES 
 
 By linking inpatient claims and financial data for the hospitals in California, New York, 
and Wisconsin, we were able to: 
                                                 
3 For this purpose, safety net hospitals were defined as acute care hospitals with at least 20 percent inpatient days 
attributable to low-income patients.  
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• Trace the actual distribution of “new” Medicaid DSH payments. 
• Assess how well the claims-generated measures of low-income patients correspond to 

measures generated from financial data (e.g. proportion of self-pay and no-charge patients 
relative to bad debt and uncompensated care costs); and,  

• Compare how well the current and alternative DSH allocation policies target financially 
vulnerable safety net hospitals. In this regard, we were able to examine how funds might be 
redistributed across classes of hospitals, but because only three states were involved, we 
could not estimate the redistributions that might occur across states under the different 
alternatives.  

The findings from the three state analysis indicate that an across-the-board assumption 
regarding “new” DSH funds such as that used in Table ES.3 is not borne out at the hospital level. 
In California, intergovernmental transfers from county-owned hospitals and the University of 
California clinics financed over 56 percent of total DSH payments; $936.3 million of $2,153.8 
million reported in DSH payments were “new” DSH funds. In New York, the hospital inpatient 
assessment contributed 13% of the funds to support the indigent care pool, with the remaining 
coming from payer contributions; $1,169.5 of the $1,350.5 million in DSH payments received by 
New York hospitals was “new” money. All DSH funds received by Wisconsin hospitals were 
“new” ($11.2 million).   

 Table ES.4 
Selected Measures of Serving Low-Income Patients: Hospital-Weighted Means and 

Correlation Between Measures Using 3-State Analysis File 
  

Ratio of FR 
to Operating 
Expenses 

 
% Low-
income 
days 

 
% Low-
income 
revenue 

% Non-
Medicare 
low-
income 
days 

% Non-
Medicare 
low-
income 
revenue 

MEAN 0.077 0.256 0.246 0.210 0.212 
STD 0.071 0.184 0.178 0.169 0.166 
N hospitals 614 614 614 614 614 
Pearson’s Correlation Coefficient** 

Ratio of FR to Operating Expenses 1.000 0.567 0.591 0.560 0.579 
% Low-income days  1.000 0.826 0.979 0.786 
% Low-income revenue   1.000 0.811 0.984 
% Non-Medicare low-income days    1.000 0.803 
% Non-Medicare low-income revenue     1.000 

**all values p<.0001 
 

When we examined the relationship between financial risk as a percentage of operating 
expenses and the percentage of care provided to low-income patients (Table ES.4), we found 
only a modest correlation. Consistent with the HCUP findings, there was a stronger correlation 
between the low-income patient utilization and revenue measures.   

Finally, we examined the relationship between the DSH allocations, financial risk and the 
hospital’s income net of DSH.  We expected to find a negative correlation between the hospital’s 
ratio of revenues (net of DSH) to expenses and its ratio of financial risk to operating cost; that is, 
hospitals with high financial risk have more difficulty generating revenues to cover their 
expenses. While the correlation was in the expected direction, it was modest (-.407). The 
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correlation was -.302 between the DSH funds a hospital receives under current Medicare and 
Medicaid policies and its ratio of revenues to expenses. When the analysis is limited to the 307 
safety net hospitals in the three states (Table ES.5), the correlation between net income and 
current DSH funding policies is stronger for current DSH policies than alternative policies.   
 
 

Table ES.5 
Safety Net Hospitals in 3 State Analysis 

Correlation Between Financial Status Measures and Alternative DSH Allocation Policies 
 Income 

net DSH 
($ mill) 

Financial 
risk 
($ mill) 

Joint DSH 
funds 
($ mill) 

Medicaid  
New DSH 
($ mill) 

Medicare 
DSH 
($ mill) 

Sim A 
($ mill) 

Sim B 
($ mill) 

Sim C 
($ mill) 

MEAN -8.351 12.025 8.568 4.752 3.816 8.917 8.349 8.265 
STD 26.222 19.924 16.025 13.784 4.902 17.778 18.361 15.532 

N 307 307 307 307 307 307 307 307 
Pearson’s Correlation Coefficient** 

Income 
net DSH 

1.00 -0.57 -0.52 -0.41 -0.52 -0.24 -0.29 -0.44 

Financial risk 1.00 0.74 0.64 0.63 0.73 0.73 0.83 
Joint DSH funds  1.00 0.96 0.58 0.80 0.81 0.78 
New Medicaid 
funds 

  1.00 0.31 0.79 0.81 0.77 

Current law Medicare funds   1.00 0.40 0.35 0.40 
Sim A: % Non-Medicare low-income days w/WI  1.00 0.96 0.81 
Sim B: % Non-Medicare low-income revenues  1.00 0.85 
Sim C: Financial risk    1.00 
** All values p<.0001 
 

The mean DSH payments reported in Table ES.5 pertain to safety net hospitals only, 
which are defined for purposes of this analysis as hospitals with at least 20 percent of their 
inpatient days attributable to low-income patients. The baseline used in the simulations totaled 
$2,748 billion across all three states. If all DSH funds had been distributed to safety net 
hospitals, a hospital would have received on average $8.951 million.4 The difference between 
this amount and the mean payment in each simulation is accounted for by DSH funds distributed 
to hospitals with less than 20 percent of their inpatient days attributable to low-income patients. 
The differences between Simulation A and Simulation B highlight the differences between 
allocations based solely on inpatient care and allocations that take into account both inpatient and 
outpatient care. Including all care only slightly improves the targeting of DSH funds to 
financially vulnerable safety net hospitals. Simulation C allocates funds based on financial risk.  
 
SUMMARY OF FINDINGS AND CONCLUSIONS 
 

Overall, we found that despite the known issues with the current Medicare and Medicaid 
DSH policies, the current distribution targets financially vulnerable safety net hospitals at least as 

                                                 
4 The baseline for the simulations was  current law Medicare and the federal share of DSH payments.  
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well as the alternatives that we examined. The multiple Medicare formula and the flexibility of 
the Medicaid program may allow for better targeting than a single formula-driven allocation 
policy. Nevertheless, it is clear that there is room for improvement in the current policies and that 
further study is warranted. In particular, a multi-variate analysis of the factors affecting financial 
risk and financial viability is needed. Ideally, the analysis would involve a national database with 
information on each hospital’s uncompensated care and shortfalls from Medicaid and local 
indigent care programs. Given the diversity of the Medicaid DSH program, a national database is 
needed to fully understand the potential impact of alternative allocation policies at both the 
national and market levels. 

Criteria to Measure Care Provided to Low-Income Patients. We explored several types 
of criteria that could be used to identify safety net hospitals, including inpatient claims-based 
measures and measures derived from hospital financial data.  Our analyses suggest that how the 
patient population (e.g., with or without Medicare SSI beneficiaries) is defined in the DSH 
allocation statistic is more important than how the care provided to those patients is quantified 
(e.g. days, discharges, revenues). Measures that included Medicare SSI beneficiaries along with 
all other low-income patients generally performed better than those that did not in targeting 
financially vulnerable hospitals.  

The different measures quantifying the amount of inpatient care provided to a low-
income population (days, discharges, or charges) are highly correlated. However, the choice 
could have implications for certain hospitals. Those which have a high volume of Medicaid 
maternity cases or shorter than average length of stay (e.g. California hospitals) would benefit if 
discharges were used instead of days as the measure of the proportion of care provided to low-
income patients. The Medicare case mix index is not a good proxy for the hospital’s low-income 
patient case mix. In the absence of data on the case mix of low-income patients, days or charges 
should be used instead of discharges as the allocation statistic. 

From the financial data for the three states we were able to compare how a revenue 
statistic that includes both inpatient and outpatient care compares to one that includes inpatient 
care only. The correlation between low-income days and low-income total (inpatient and 
outpatient) revenues was .811, which indicates the choice of measure could have significant 
implications for some hospitals. The measure of the proportion of a hospital’s gross revenues 
that is attributable to low-income patients was slightly more correlated with the hospital’s ratio 
of financial risk to operating expenses (.591) than the other utilization measures. However, it is 
not clear from the correlation results that including all care significantly improves the targeting 
of DSH funds to financially vulnerable safety net hospitals. Also, the inclusion of outpatient care 
raises issues regarding subsidies to other ambulatory care providers. A policy that concentrates 
federal support for uncompensated care solely on hospitals may serve to discourage community 
providers from furnishing substantial amounts of care to indigent populations. It may also have 
implications for the relative generosity of Medicaid payments for services provided in hospital 
outpatient departments and clinics and in physician offices.   

Evaluation of Alternative Allocation Policies. Neither the current DSH allocation policies 
nor the alternatives that we examined in the analysis target DSH payments in a way that is 
strongly correlated with net income. This is an issue that warrants further investigation and 
understanding. The different Medicare formulae and the Medicaid DSH program’s flexibility 
may provide mechanisms to target financially vulnerable hospitals in a way that a single 
formula-driven allocation may not. Targeting financially vulnerable safety net hospitals may 
require taking into consideration more factors than the amount of care a hospital provides to low-
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income patients. A multi-variate analysis of the factors affecting a hospital’s financial risk and its 
overall financial status using a broader set of hospitals could help identify additional factors that 
should be considered in an allocation policy. 

Allocations based on the proportion of care provided to low-income patients (e.g. 
revenues) result in very different distributions than an allocation based on financial risk 
(Medicaid shortfalls, uncompensated care and bad debt). Financial risk, however, is not the same 
as financial viability (i.e., total margins net of DSH payments). Some hospitals with substantial 
financial risk also have positive margins. The simulations highlighted the need to clarify the 
policy goals for DSH funding. The key issue is the extent to which subsidies should be given to 
hospitals that serve low-income patients but do not incur financial risk or are able to cover their 
risk with other revenues. A closer examination of the hospitals with substantial gains or losses in 
moving from an allocation policy based on serving low-income patients to one based on 
incurring financial risk might help clarify the issues. This examination should consider the role 
of other federal subsidies such as the Medicare indirect teaching adjustment in explaining why 
some hospitals with substantial financial risk appear to be in a strong financial position.   
  
Data Issues and Limitations. Examining the relationship between the financial status of 
hospitals and the distribution of DSH payments was a complex task. Particular areas 
where data issues became potentially problematic included: 
• Matching hospitals across multiple data sources: Medicare cost reports, state DSH reports, 

AHA survey data, HCUP, and (in the case of California, New York and Wisconsin) state 
financial reports. The inclusion of Medicare provider numbers on the state DSH reports 
would facilitate matching hospitals with their DSH payments. Universal adoption of the 
uniform provider number would also help. 

• For Medicaid DSH, the net gains to the hospital are more important than the reported DSH 
payments. CMS should give consideration to obtaining this information. It could be included 
in the state reports on DSH payments (in which case the information would be available for 
all hospitals) or it could be required as part of the Medicare cost report. Even knowing the net 
DSH payments to individual hospitals is not enough; it is also important to know how DSH 
payments (and any provider contributions) are handled in reporting Medicaid contractual 
allowances and patient revenues. 

• The differences in state accounting and reporting practices made it difficult to determine 
Medicaid shortfalls and to take “new” DSH payments into account. The financial data for 
several public hospitals was problematic. It is important to understand how financing occurs 
for county-owned hospitals in terms of other intergovernmental transfers and deficit funding. 
An allocation based on financial measures would require uniform reporting by payer.  

The “snapshot” approach of looking at one year’s data may not be sufficient for an 
adequate understanding of the financial implications of serving low-income patients. In 
California, the FY1998 payments included payments from the state’s fiscal year 1997 and thus 
overstated average DSH payments. The New York indigent care pool was in transition during 
FY1998 and additional changes were enacted in 2000. Wisconsin’s uncompensated care costs 
have increased 60 percent since 1997. Only the first-year impacts of the Balanced Budget 
Amendment are reflected in the FY1998 data. These considerations suggest that a multi-year 
study- perhaps with periodic updating- would be appropriate.    
 Even more troubling than using one year’s data is the lack of a national database that 
provides uniform information on the quantity of care provided to low-income patients and the 
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financial risk associated with that care. The BBRA provision requiring the Secretary to collect 
through the Medicare cost report data on uncompensated costs should help. This provision is 
effective for cost reporting periods beginning on or after October 1, 2001.  
 
Areas for Additional Research 
 

Absent a national database with uncompensated care data and other information needed 
to develop measures of financial risk, three areas of investigation could be pursued that would 
provide valuable information related to federal support for hospitals that provide a 
disproportionate share of care to poor patients.  
Update the analysis of the current distribution of DSH payments and expand the in-depth state 
analyses to include additional states that require hospitals to report uncompensated care 
information.  

• Examine market-level issues related to DSH funding such as how the low-income patient 
burden shared by the hospitals within a market area and whether it varies by type of payer 
and type of service. 

• Investigate the characteristics of hospitals with large indigent care loads that incur 
substantial financial risk yet are financially viable. This would include looking at the 
impact of state and local indigent care programs and other subsidies such as Medicare’s 
indirect teaching adjustment.  

 
A national database is needed to fully understand the potential impact of alternative allocation 
policies at both the national and market levels. Having the national database would facilitate: 

• A multi-variate analysis of the factors affecting a hospital’s financial risk and its overall 
financial status using a broader set of hospitals could help identify additional factors that 
should be considered in an allocation policy. 

• An evaluationof inter-state redistributions that would occur under alternative DSH 
financing policies, including the types of policies examined in this paper as well as 
additional ones that would take into account a state’s ability to finance indigent care 
and/or market-level factors. 
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 1.  OVERVIEW OF DSH FUNDING POLICIES 
 
MEDICARE DSH PAYMENTS 
 
Evolution of Medicare DSH Policies 
 

Until enactment of the Social Security Amendments of 1983, Medicare payments for 
hospital inpatient services were based on the costs incurred by the hospital.  The amendments 
created the hospital inpatient prospective payment system (PPS), under which acute care 
hospitals were paid a fixed rate for the operating costs incurred in treating patients in each 
diagnosis-related group (DRG). 5  Payment rates were adjusted to reflect several factors thought 
to affect a hospital's cost structure, including local wages and the intensity of residency training. 

The PPS legislation included a provision that allowed for "such exceptions and 
adjustments to the payment amounts...as the Secretary (of Health and Human Services) deems 
appropriate to take into account the special needs of public or other hospitals that serve a 
significantly disproportionate number of patients who have low income."  The accompanying 
legislative history notes that "(c)oncern has been expressed that public hospitals and other 
hospitals that serve such patients may...[treat patients that are] more severely ill than average and 
that the DRG payment system may not adequately take into account such factors" (U.S. 
Congress, 1983). Nevertheless, the PPS that was implemented beginning in October 1983 did not 
include an adjustment for serving a disproportionate share of low-income patients.   

The Consolidated Omnibus Budget Reconciliation Act of 1985 (COBRA) established an 
adjustment that was based on the hospital's disproportionate patient percentage (DPP), with 
different formulas for urban hospitals with at least 100 beds, other urban hospitals, and rural 
hospitals.  The DPP was defined as the sum of: 

• the percentage of the hospital's total Medicare patient days attributable to Medicare 
patients who also are federal Supplemental Security Income (SSI) beneficiaries 
(excluding state supplement only beneficiaries), and 

• the percentage of the hospital's total patient days attributable to Medicaid beneficiaries 
(excluding Medicare beneficiaries). 
The construction of this variable was an attempt to balance the distribution of payments 

between those hospitals located in states with generous Medicaid programs and those with more 
restrictive eligibility criteria and benefits. There also was a separate provision for certain urban 
hospitals with at least 100 beds that could demonstrate that more than 30 percent of net inpatient 
care revenue was provided by state or local government for the inpatient care of low income 
patients not reimbursed by Medicare or Medicaid.6  The Medicare DSH provision went into 
effect on a temporary basis in May 1986, and it was extended several times until it was made 
permanent in the Omnibus Budget Reconciliation Act (OBRA) of 1990. 
 

                                                 
5  In fiscal years 1984 through 1991, the hospital inpatient PPS applied only to operating costs; capital costs 
continued to be paid on a reasonable cost basis (with reductions beginning in fiscal year 1987) until FY 1992.  
6 Hospitals meeting this criterion are called "Pickle hospitals", after Congressman Pickle of Texas, who sponsored 
the provision. 
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Table 1.1 

Medicare DSH Qualifying Criteria and Formulae 
 

DSH Patient Percentage(DPP): Sum of the percentage of Medicare inpatients entitled to SSI 
(excluding those who receive only state supplementation) plus the percentage of total inpatients who 
are eligible for Medicaid but not Medicare 

              Operating DSH Payments: FY1998 Rules 

Minimum 
DPP 

Type of Hospital Basic Formula 

15% 1)urban with 100 or more beds; or 
2)  rural with 500 or more beds  

If DPP => 20.2%: 5.88 % plus .82.5 (DPP- 20.2%) 

If DPP < 20.2 %:  2.5% plus .65 (DPP-15%) 

RRC 4% plus .60 (DPP- 30%) 

SCH 10% 

30% 

rural with 100-499 beds 4% 

40% urban with fewer than 100 beds 5% 

45% rural with 100 or fewer beds 4% 

 “Pickle” hospital: urban with 100 
or more beds and 30% revenues 
from state and local indigent care 
payments 

35% 

Operating DSH Payments: Rules Effective 4/1/2001 

1) urban with 100 or more beds; or 
2) rural  with 500 or more beds  

If DPP =>20.2%:  5.88 % plus .825(DPP-20.2%)If 
DPP < 20.2 %:  2.5% plus .65(DPP -15%) 

SCH If DPP=>30%:  5.25% plus .60(DPP-30%) 

If DPP < 30% and =>19.3%: 5.25% 

If DPP <19.3%: 2.5% plus .65(DPP-15%) 

RRC If DPP =>30%: 10 % 

If DPP < 30% and =>19.3%: 5.25% 

If DPP <19.3%:  2.5% plus .65(DPP-15%) 

15% 

 

 1) Other rural with less than 500 
beds; or, 2) urban with less than 
100 beds 

If DPP =>19.3%: 5.25 % 

If DPP <19.3%: 2.5% plus .65(DPP-15%) 

All 
Hospitals 

Temporary reductions in DSH amounts otherwise payable: 
   FY1998:  1 percent        FY2001: 2 percent 
   FY 1999: 2 percent        FY2002: 3 percent 
   FY2000: 3 percent 
    

Capital DSH Payments 

   None Urban with 100 or more beds [e raised to the power of (.2025 x DPP) – 1] 
Pickle hospitals are deemed to have DPP implicit in  
   operating adjustment 
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Recent Changes in Medicare DSH Policies 
 

The eligibility criteria and formulae for determining Medicare DSH payments for 
operating costs have changed over time to include more hospitals and (except for the temporary 
reductions in the Balanced Budget Act of 1997 (BBA)) to provide more generous payment 
levels. As a result, DSH payments have grown considerably over the last decade.  In fiscal year 
1989, Medicare DSH payments were an estimated $1.1 billion.  By 1992, these payments had 
doubled to $2.2 billion, and they had more than doubled again to $4.5 billion by 1997.7  Along 
with most other components of Medicare payments, the Balanced Budget Act of 1997 (BBA) 
reduced DSH payments: beginning in 1998, there was to be a progressively increasing across-
the-board reduction, reaching 5 percent by 2002.  These cuts were estimated to total $0.6 billion 
over the five years.  Subsequently, the Balanced Budget Refinement Act of 1999 (BBRA) and 
the Benefits and Improvement Act of 2000 (BIPA) restored a portion of the BBA cuts. Under 
current law, there were temporary across-the-board reductions of 2 percent in FY2001 and 3 
percent in FY2002. 

Under the PPS for operating costs, the payment formulae vary across types of hospitals. 
Until BIPA, the minimum DPP or threshold for DSH payments also varied.  The BIPA enhanced 
DSH payments to rural and small urban hospitals by establishing a uniform threshold for 
eligibility to receive DSH payments and making changes in the payment formulae. The policies 
for determining DSH payments in FY1998 and under current law are shown in Table 1.1.  
 
Purpose of Medicare DSH Payments 
  

The Centers for Medicare and Medicaid Services (CMS, formerly the Health Care 
Financing Administration) has generally maintained that the DSH adjustment is intended to 
cover only the higher costs associated with the care of Medicare beneficiaries in hospitals 
serving a disproportionate share of low-income patients. For example, when the prospective 
payment system for capital costs was implemented in FY1992, the DSH adjustment was 
established administratively based on the estimated effect of the DPP on total inpatient costs per 
case and has no minimum threshold. On the other hand, the Medicare Payment Advisory 
Commission (MedPAC) (and its predecessor the Prospective Payment Assessment Commission 
(ProPAC)), views the DSH adjustment as a policy adjustment independent of hospital cost that is 
intended to assure access to care for low-income Medicare beneficiaries and other poor people.  
 
MEDICAID DSH PAYMENTS 

 
Evolution of Medicaid DSH Policies 
 

Until enactment of OBRA 1981, state Medicaid programs generally were required to pay 
for hospital inpatient services on a reasonable cost basis, as was done under Medicare.  That 
legislation allowed states to adopt their own payment methodologies for hospital inpatient 
services so long as their payment rates reflected the costs "which must be incurred by efficiently 
and economically operated facilities."  The legislation also required that state Medicaid programs 

                                                 
7 These estimates do not include DSH payments for capital costs but include the amounts implicit for DSH in 
managed care payments. 
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set reimbursement rates for hospital inpatient services that "take into account the situation of 
hospitals which serve a disproportionate share of low-income patients with special needs." 

The accompanying House Committee Report language refers to "the special costs of 
hospitals whose patient populations are disproportionately composed of individuals who are 
either provided medical assistance under the State plan or who have no source of third party 
payment for such services" (ProPAC, 1994).  The report stipulates that: 

In determining whether a hospital's Medicaid and 'free care' population is 
disproportionate, the Committee expects States to consider the proportion of such 
individuals in the hospital's patient population, compared to all hospitals in the area, as 
well as...a hospital's share of the total estimated number of such individuals in an area 
(ProPAC 1994). 

In keeping with the federal/state partnership under Medicaid, the states were given considerable 
latitude in determining which hospitals were eligible for DSH payments and how those funds 
would be distributed. 

During the early 1980s, very few states established specific DSH payment 
methodologies. By the fall of 1985, only 17 states had defined disproportionate share hospitals 
and specified methodologies for adjusting their Medicaid payments.  In response to this situation, 
OBRA 1987 required states to make specific payment adjustments and established minimum 
criteria for designating and adjusting payment for inpatient services provided by disproportionate 
share hospitals. States were required to designate as disproportionate share hospitals all hospitals 
meeting one of the following criteria: 

• a Medicaid inpatient utilization rate one standard deviation or more above the mean for 
all hospitals in the state, or 

• a low-income utilization rate exceeding 25 percent. 
States could designate other hospitals as disproportionate share hospitals as well. 

In determining the amount of the DSH payment to eligible hospitals, states could use the 
Medicare formula or make an adjustment that increased proportionally with the hospital's 
Medicaid utilization rate. OBRA 1990 expanded the options for determining the DSH payment 
amounts. The proportional adjustment now applies to the hospital's low-income utilization rate 
rather than just its Medicaid utilization rate, and separate methodologies are allowed for different 
types of hospitals. 

In the early 1990s, Medicaid DSH payments grew rapidly.  This was the result of two 
developments.   

• In 1983, the Health Care Financing Administration (HCFA) limited a state’s aggregate 
Medicaid payments for inpatient hospital services to no more than the amount that would 
have been paid under Medicare payment policies.  In OBRA 1986, however, this limit 
was made inapplicable to Medicaid DSH payments.   

• In June 1989, a HCFA decision that states could not require or solicit contributions from 
providers for the purpose of obtaining federal matching funds was overturned in the 
courts. This provided a mechanism for states to generate additional federal matching 
funds without any net increases in their own budgets. Moreover, OBRA 1990 imposed a 
moratorium on any additional attempts to restrict states’ use of provider-specific taxes or 
donations through December 1991. 
With the removal of the Medicare limit for Medicaid DSH payments, the ability of the 

states to take advantage of this mechanism was virtually unbounded. DSH spending grew from 
less than $1 billion in fiscal year 1989 to more than $17 billion in 1992.  The Medicaid 
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Voluntary Contribution and Provider-Specific Tax Amendments of 1991 established conditions 
for allowable provider-specific taxes and donations and state-specific limits on DSH spending.  
OBRA 1993 further limited DSH payments for individual hospitals to the total of the hospital's 
Medicaid payment shortfall and its losses on uninsured patients (not counting government 
appropriations intended to cover those costs). It also required that hospitals designated for 
Medicaid DSH payments have a Medicaid utilization rate of at least one percent. 
 
Recent Changes in Medicaid DSH Policies 
 

The BBA contained several provisions that affected the amount and distribution of 
Medicaid DSH payments. To restrict the use of federal funds to finance care in state-owned 
institutions for mental disease (IMDs) (which traditionally were viewed as a state and local 
responsibility), the BBA limited the proportion of a state's DSH payments that could go to IMDs 
to 33 percent by fiscal year 2002.8  The BBA also reduced the state-specific federal DSH 
allotments by $10.4 billion between 1998 and 2002.  After 2002, federal DSH expenditures are 
to increase at the nationwide general rate of inflation (all urban CPI), subject to a state-specific 
ceiling of 12 percent of the state's total Medicaid expenditures in each year (Coughlin, Ku, and 
Kim 2000).  The BBRA later raised the Medicaid DSH ceilings for several states. The BIPA 
provided further relief by setting 2001 state-specific allotments at 2000 levels adjusted for 
inflation and setting 2002 allotments at 2001 levels adjusted for inflation. The allotments for 
states with extremely low DSH payments (defined as FY1999 expenditures greater than zero but 
less than one percent of total state expenditures) were increased to one percent in FY2001 and 
increased for inflation thereafter. Also, states were permitted to provide DSH payments up to 175 
percent of net uncompensated care costs to public hospitals for two years. 
 
ISSUES RELATED TO DISTRIBUTION OF DSH FUNDS   
 
Concerns with Medicare Formula 
 

In 1997, ProPAC identified several problems with the current method for distributing 
Medicare DSH payments (ProPAC 1997a): 
• The DPP is a poor indicator of hospitals' care for the poor, particularly because it reflects 

only Medicaid and not uncompensated care.  The changing role of the Medicaid program and 
the variations in this role across states makes Medicaid an increasingly inappropriate proxy 
for uncompensated care. Moreover, the omission of uncompensated care means that the 
leading source of financial pressure on safety net hospitals is not considered in the 
distribution of Medicare DSH payments.  

• Because there are multiple DSH formulae, hospitals with the same share of low-income 
patients can have substantially different DSH payment adjustments.  In particular, there was 
great disparity in the formulas for urban versus rural hospitals: for example, an urban hospital 
with 100 beds and a DPP of 25 percent received an adjustment of 9.72 percent, while a rural 

                                                 
8 The Medicaid statute defines an "institution for mental diseases" as a hospital, nursing facility, or other institution 
of more than 16 beds, that is primarily engaged in providing diagnosis, treatment, or care of persons with mental 
diseases, including medical attention, nursing care, and related services.  
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hospital of the same size with the same DPP received no adjustment (The BIPA partially 
addressed this concern.) 

• Each DSH operating formula includes a minimum DPP threshold, below which the hospital 
receives no DSH payment and at which the hospital receives some minimum percentage.  
This sometimes creates a substantial "notch". For example, an urban hospital with 100 beds 
receives a 2.5 percent adjustment if its DPP is 15.0 percent, but nothing if its DPP is 14.9 
percent. 

ProPAC concluded that these problems prevented Medicare DSH payments from 
achieving their intended objectives and made several recommendations.  
• Medicare DSH payments should be aimed at protecting access to care for its beneficiaries.  

Payments therefore should be distributed based on each hospital's share of low-income 
patient care and its volume of Medicare cases. 

• The low-income share measure should reflect the costs of services provided to low-income 
patients in both inpatient and outpatient settings.  

• In addition to Medicare SSI and Medicaid patients, the low-income share measure should 
include patients sponsored by other state and local indigent care programs as well as  
uninsured and underinsured patients represented by uncompensated care.  This would 
eliminate disparities caused by differences in Medicaid eligibility rules across states. 

• Medicare DSH payments should be concentrated among hospitals with the highest shares of 
low-income patients. Therefore, a minimum threshold should be established, but there should 
be no notch in the DSH formula. 

• To eliminate the disparity between the payments received by urban and rural hospitals with 
the same proportion of low-income patients, the same general approach for distributing 
Medicare DSH payments should apply to all PPS hospitals.   

• The Secretary should collect the data necessary to implement a revised Medicare DSH 
payment mechanism.  

In succeeding years, the Medicare Payment Advisory Commission9 essentially reiterated 
ProPAC's recommendations (MedPAC 1998; MedPAC 1999, MedPAC 2001). 

Drawing on work by ProPAC, the BBA required the Secretary of HHS to make 
recommendations to the Congress regarding a revised formula for DSH payments. The formula 
is to: 
• establish a single threshold for hospitals serving low income patients; 
• consider the costs incurred by hospitals in serving Medicare patients who are entitled to SSI; 

and, 
• consider the costs incurred by hospitals in serving Medicaid patients who are not entitled to 

Medicare. 
The Secretary’s report to Congress has not been released. As indicated above, the BIPA 

included provisions to establish a single threshold for serving low income patients; however, the 
different payment formulae remain.  
 

                                                 
9 The commission was formed by merging ProPAC with the Physician Payment Review Commission in October 
1997. 
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Concerns with Medicaid Distribution 
 

There have been concerns about the distribution of Medicaid DSH funds as well.  An 
early analysis by ProPAC found that "Medicaid DSH payments, in combination with state and 
local subsidies, played a crucial role in improving the financial status of hospitals with the 
highest shares of Medicaid patients and other low-income patients" (ProPAC 1994).  However, 
the study also found that although "the increase in Medicaid payments was much more 
concentrated in hospitals with the largest shares of low-income patients...hospitals with typical 
(or low) shares of low-income patients … receive a substantial portion of both Medicare DSH 
payments and the increase in Medicaid payments."  This led ProPAC to recommend several 
changes in the mechanism for distributing Medicaid DSH payments. 

A subsequent study by Ku and Coughlin (1995) found that Medicaid DSH and related 
programs help support uncompensated care, but that only a small share of these funds were 
available to cover the costs of uncompensated care because of intergovernmental transfers and 
the amounts retained by the states .  In a later re-examination of this issue after the BBA 
legislation aimed at addressing this issue had taken effect, Coughlin, Ku, and Kim (2000) found 
that an increasing share of the DSH gains was paid to local public and private hospitals and less 
was retained by the states. However, the use of DSH by the states remained highly uneven.  

 
Impact of Managed Care  
 

In addition to the policy issues raised regarding the policies used to distribute DSH funds, 
the growth of Medicare and Medicaid managed care has put pressure on safety net hospitals. 
Many states are relying on managed care to serve their Medicaid populations (and control costs).  
Between 1991 and 2000, the proportion of Medicaid beneficiaries enrolled in managed care 
plans mushroomed from less than 10 percent to 57 percent (Iglehart, 1999; Kaiser, 2002). Under 
Medicaid managed care, care is moving to the outpatient setting and to hospitals that are not 
traditional safety net providers. As a result, safety net hospitals may lose not only the patient care 
payments for former patrons who obtain their care in other settings or at other hospitals, but also 
a portion of the Medicare and Medicaid DSH payments that they would have received if they had 
retained those patients.  

Medicare managed care growth also affects the flow of Medicare DSH funds to safety net 
hospitals.10 The number of Medicare inpatient discharges eligible for direct DSH payments 
decreases as the number of Medicare managed care enrollees increases. If the amounts implicit 
for DSH in the managed care capitated rates are not passed on by Medicare+Choice 
organizations, there is a decline in hospital revenues.11 
 
Joint Distribution of Federal DSH Funds 

 
State-reported information on DSH payments to individual hospitals permits for the first 

time a national examination of the joint distribution of Medicare and Medicaid funds and how 

                                                 
10 Nationally, Medicare managed care enrollment grew rapidly from 3.3 percent in 1990 to 15.4 percent in 1998 
(U.S. Congress, 1999) and then has declined slightly (KFF, 2002). 
11 The BBA established effective January 1, 1998 a direct pass-though payment to teaching hospitals for indirect 
medical education costs attributable to Medicare managed care enrollees. There is no comparable provision for DSH 
payments. 
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well the funds are targeted toward vulnerable safety net hospitals. Our exploratory analyses of 
alternative allocation policies are within the context of using a single federal DSH funding 
mechanism.  By assuming there would be a new funding stream to support financially vulnerable 
safety net hospitals, there is no need to link the funds to services provided to Medicare and 
Medicaid beneficiaries and there is greater flexibility to address the identified shortcomings of 
the current system. In the next chapter, we discuss potential criteria that could be used to identify 
hospitals that would be eligible to receive DSH funds and potential bases for determining how to 
distribute the funds to those hospitals through a separate funding mechanism.
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2. A POLICY FRAMEWORK FOR TARGETING FINANCIALLY 
VULNERABLE SAFETY NET HOSPITALS 

 
 
 

Researchers, states and federal policymakers have used a broad range of definitions to 
characterize safety net hospitals. While the definitions vary, a common theme is that safety net 
hospitals provide a disproportionate amount of care to vulnerable populations.  However, how 
vulnerable, disproportionate, or care is defined varies greatly.  To complicate matters, what 
constitutes a safety net hospital can vary from community to community (Baxter and Mechanic 
1997).  For example, in some communities, such as Dallas, a single public hospital is the heart of 
the local safety net.  By contrast, in Milwaukee, which recently closed its public hospital, a few 
community hospitals form the safety net. 

Which hospitals are ultimately identified as safety net providers has important 
implications for evaluating whether DSH payments are well targeted: Is the purpose to help 
relieve hospitals financial burden of caring for low-income populations?  Help hospitals in 
financial distress?  Protect low-income Medicare and Medicaid recipients’ access to care? 
Compensate hospitals for providing care to the uninsured?  Help states and local governments in 
areas with high levels of need?  Encourage selected hospital behavior such as providing special 
services—teaching, emergency room care, trauma care and the like?  Or, perhaps, the purpose is 
some combination of these.  The definition of safety net hospital that is adopted has direct 
implications for which facilities would receive money under a federal DSH fund.   
   
WHAT IS A SAFETY NET HOSPITAL? 

 
Below we highlight some of the key dimensions to describing a safety net hospital and 

how researchers and policymakers have defined safety net hospitals.  A summary of these is 
provided in Table 2.1.    
 
Legal Mandate or Mission 
 

Perhaps the most basic definition of a safety net hospital is one that has an “open door” 
policy to all individuals regardless of their ability to pay.  This policy can derive from either a 
legal mandate to care for charity patients or a mission-driven commitment to such patients.  In 
general, researchers and policymakers have not used this definition alone to identify safety net 
hospitals.  Instead, the legal mandate or mission definition is typically used in combination with 
other characteristics.  For example, in the Clinton health care proposal, safety net hospitals were 
defined as those hospitals that were legally mandated  (mission-driven hospitals were not 
included) to provide care and were located in areas with high levels of need such as health 
professional shortage areas (HPSAs).  Gaskin and Hadley (1999) classified safety net hospitals 
as those that have an explicit safety net mission or a high proportion of low-income patients -
Medicaid, charity care or self-pay patients.  



RAND  9/27/02 10

Table 2.1 
Safety Net Hospitals:  Key Dimensions and Definitions 

 
Dimension Research and Policy Definitions 

Legal Mandate or 
Mission 

• Clinton Health Care Proposal:  Legal mandate and in area of high need 
• Gaskin and Hadley:  Mandate or mission driven or high share of low-income 

discharges 
Vulnerable 
Populations 

• Medicare DSH formula:  Medicaid and Medicare/SSI recipients 
• Basic Medicaid DSH formula:  Three available options, which can be used 

separately or jointly 
 d) Medicare DSH formula 
 e) Medicaid recipients only or 
 f)Low-income populations including Medicaid and indigent persons 
• Medicaid DSH option:  states free to establish own criteria for vulnerable 

populations 
• IOM:  uninsured, Medicaid, and other populations such as people with HIV or 

mental illness. 
Disproportionate 
Amount of Care  

Volume of care: 
• Medicare DSH Formula:  threshold volume of Medicaid and Medicare SSI 

patients depending upon selected hospital characteristics such as size and 
location 

• Federal Medicaid DSH minimum standards: 
• Hospital’s Medicaid inpatient rate at least 1 S.D. above state mean Medicaid 

inpatient rates 
d) Hospital’s “low-income use rate” (Medicaid and charity care 

patients)12 >25% 
e) Many states pay DSH to other hospitals as well 
f) Costs of uncompensated care: 

• Top 10% of hospitals providing most bad debt and charity care (Baxter and 
Mechanic 1997) 

• Top 10% of hospitals with highest ratio of bad debt and charity care to 
operating expense (Fishman 1997) 

• Ratio of hospital’s uncompensated care to hospital’s total costs >10% 
(Cunningham and Tu 1997) 

Type of care: 
• Provision of certain types of services (e.g. ER, trauma, burn) as indication of 

safety net hospital 
Level of Aggregation • National  

• State 
• Hospital Type  
• Market-Level  

 
                                                 
12 Low income use rate is the sum of two ratios.  The first is the share of the hospital’s total revenue for patient 
services that are paid by Medicaid or state/local subsidies.  The second is the percent of total hospital charges for 
inpatient services accounted for by the net (of state and local subsidies for inpatient care) amount of charity care 
provided to inpatients. 
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Vulnerable Populations
 
 

An important distinction of safety net hospitals is that they provide care to vulnerable 
populations.  Unfortunately, there is no general agreement on which groups should be considered 
vulnerable. The Institute of Medicine’s recent report, America’s Health Care Safety Net, adopted 
a broad definition of vulnerable populations—including the “uninsured, Medicaid and other 
vulnerable patients” (IOM 2000).  The other vulnerable groups included homeless persons, 
persons with HIV, substance abusers, and the mentally ill.  

A big issue is whether low-income patients with insurance should be included in the 
definition of vulnerable.  Some argue that vulnerable should be limited to indigent, uninsured 
patients whereas others argue that Medicaid patients should be considered a vulnerable 
population (IOM, 2000).  The principal argument for excluding low-income Medicare patients 
(i.e., those that are entitled to SSI) and Medicaid patients is that they have insurance and thus 
have access to the health care system.  The uninsured, by contrast, have no insurance, and 
generally have very limited ability to pay for their care.  The arguments for counting Medicaid 
patients as a vulnerable population is that, despite having insurance, Medicaid patients often 
have trouble gaining access to health care services because of the historically low program 
payment rates.  Further, their low-income and complex health care needs make them a vulnerable 
population. Moreover, including Medicaid patients improves the geographic balance between 
states that have expansive Medicaid programs and those that do not. 

Reflecting its status as a federal health insurance program, the Medicare DSH formula 
takes into account low-income patients covered by Medicaid as well as Medicare. Hospitals get 
no credit for serving patients covered by other indigent care programs or the uninsured. Owing to 
the flexibility provided by Medicaid statute, Medicaid state DSH programs vary greatly, both in 
terms of how hospitals are determined eligible for payments and how payments are allocated 
among qualifying hospitals.   Colorado, for example, largely relies on the federal minimum 
definition for identifying DSH hospitals.  For payment, they use a range of methods including a 
proportional payment that varies by how the hospital qualifies for DSH.  They also have a 
special program that makes DSH payments based on the facilities proportional level of services 
provided to the beneficiaries of the Colorado Indigent Care Program, a state-funded program that 
provides health care services to low-income persons who do not qualify for Medicaid.  Florida 
operates six DSH programs each using different eligibility criteria.  One program pays DSH 
payments to hospitals that provide inpatient services to high cost Medicaid beneficiaries.  
Another program provides DSH funds based on the number of inpatient  admissions referred 
from county health departments for treatment of  communicable disease. Similarly, 
Massachusetts has several DSH programs that use a range of criteria to issue payments including 
the volume of hospital services provided to low-income unemployed persons, low- income 
children, and low-income disabled individuals.  
 
 
 
Disproportionate Amount of Care 
 

Another distinguishing feature of safety net hospitals is that they provide a 
disproportionate amount of care to vulnerable populations.  Several definitions have been used to 
quantify the amount of care. A key issue is whether it should be based on the volume of care 
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provided to vulnerable populations or the uncompensated cost of that care. While the Medicare 
and Medicaid DSH programs identify a safety net hospital primarily on the volume of low-
income patients it serves, another common strategy, especially in the research literature, is to 
designate safety net hospitals by their level of uncompensated care costs—that is, the costs of 
charity care and bad debt.  

Measures that rely on revenue data or uncompensated care costs have potential for 
inaccurate reporting and  “gaming”. For example, MedPAC found that some hospitals include 
care not covered by Medicaid as bad debt expense (MedPAC 1998) even though contractual 
allowances are not bad debt.  It is possible data based on gross revenues (such as percentage of 
gross charges attributable to low-income patients) or utilization (such as the percentage of 
inpatient days and outpatient visits that are attributable to low-income patients or to the 
uninsured) may provide better defined measures of serving vulnerable populations. We discuss 
potential measures of financial vulnerability in greater detail in the next section.   

A second issue is how to decide whether the care to vulnerable populations is 
disproportionate to that provided by other hospitals. Medicare’s policies establish a minimum 
DSH patient percentage threshold that hospitals must meet in order to become eligible for DSH 
payments under the PPS for operating costs. MedPAC recommends that a threshold be set so that 
between 50-60 percent of hospitals would qualify for DSH payments. The Medicaid law requires 
that at a minimum States designate as disproportionate share hospitals all hospitals meeting one 
of the following criteria: a Medicaid inpatient utilization rate one standard deviation or more 
above the mean for all hospitals in the state, or a low-income utilization rate exceeding 25 
percent.  

Researchers have tended to focus on a more limited set of hospitals with relatively high 
uncompensated care costs. For example, Baxter and Mechanic (1997) identified hospitals in the 
top decile of hospitals providing the most bad debt and charity care in a given community as 
safety net providers.  In another study, safety net hospitals were defined as those with the highest 
(the top 10 percent of hospitals) level of uncompensated care costs relative to operating costs 
(Fishman 1997).  Others have defined safety net hospitals as those that provide high levels of 
uncompensated care—10 percent or more—relative to a hospital’s total costs (Cunningham and 
Tu 1997).  
 
Specialized Care 
 

Researchers have also identified safety net hospitals as those that provide selected types 
of services such as emergency room care or trauma care.  Here, the argument is that safety net 
hospitals often provide services that are either too expensive for other hospitals to provide, 
unprofitable, or attract patients that may be considered undesirable and thus should be 
compensated (Gage 1998; Gaskin 1998).  In addition, targeting DSH payments based on the 
provision of selected services may be a way to encourage hospitals to provide such services that 
they may have not provided otherwise or to continue to operate in an area that they might not 
otherwise (ProPAC 1994).  Baxter and Mechanic, for example, used emergency room used as 
indicator of hospitals’ safety net role (Baxter and Mechanic 1997).  Specifically, they examined 
hospitals that provided the top 10 percent of emergency room visits in a given market.  A 
common element in several states’ DSH programs is targeting payments to selected facilities 
such as children’s hospitals or hospitals located in medically underserved areas.  Similarly, the 
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Medicare DSH program gives special consideration to the market a hospital operates in—for 
example, rural referral centers and sole community hospitals.  
 
Level of Aggregation 
 

Another dimension to defining which hospitals are safety net providers is the market 
context.  That is, do you compare hospitals nationally, as the Medicare DSH formula does?  Or, 
do you look at the relative contribution of providers at the state level?  Or at the market level?  
And, if it is at the market level, how do you define the market?  
 
 
HOW SHOULD FINANCIAL VULNERABILITY BE DEFINED?  
 

Developing and evaluating alternative methods for distributing Medicare and Medicaid 
DSH payments requires measures of the financial pressure faced by each safety net hospital. The 
measures serve two potential purposes. First, one or more of them could be used as an explicit 
factor in allocating funds to safety net hospitals. The measures most appropriate for this purpose 
would be those that are directly related to serving low-income populations such as 
uncompensated care. Second, more general measures such as a hospital’s margin could be used 
to evaluate how well the DSH allocation policy targets financially vulnerable safety net hospitals 
without being explicitly incorporated into the allocation formula.  
 
Measures related to serving low-income populations 
 

In the preceding section, we discussed potential measures to identify hospitals that serve 
vulnerable populations. These measures do not necessarily equate to measures of financial 
vulnerability. Providing services to Medicare beneficiaries who are entitled to SSI threatens a 
hospital’s financial viability only if there is a higher cost to serving these patients than other 
patients that is not recognized in the payment rates (which the Medicare DSH adjustment was 
originally intended to address). Financial viability is also threatened if the overall payment rates 
under the program are inadequate to cover the costs of providing services. However, if there are 
no revenue shortfalls, serving Medicare/SSI beneficiaries does not add to a hospital’s financial 
vulnerability. Thus, factors that are used to determine whether a hospital serves vulnerable 
populations are not necessarily measures of financial vulnerability.   
 
Uncompensated Care 
 

A hospital’s uncompensated care load contributes to its financial vulnerability since the 
hospital must cover the costs of the care through other revenue. Measures of uncompensated care 
frequently include both charity care and bad debt. Since bad debt may result from irresponsible 
behavior on the part of non-poor patients, its inclusion in a financial vulnerability measure may 
discourage hospitals from pursuing collection from such patients.  However, many hospitals do 
not distinguish between charity care, for which the patient is not expected to pay from the time of 
admission, and bad debt, for which the patient's liability for at least some portion of the bill is 
waived upon determination of the inability to pay. The fact that such decisions frequently wait 
until the patient's Medicaid eligibility is determined through the initial application process 
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further complicates this distinction (ProPAC 1997). Moreover, a distinction may be unnecessary. 
One recent study of Massachusetts hospitals reported that most patients who incurred bad debt 
had incomes below the poverty line (Weismann et al 1999).  
 
Medicaid Shortfalls 
 

A hospital’s Medicaid shortfall can also contribute to its financial vulnerability. A policy 
issue is whether using Medicaid contractual allowances in an allocation formula would distort 
both the distribution of payments and the incentives faced by the states. It would reward 
hospitals in states that have less expansive Medicaid programs and could provide an incentive for 
the states to reduce their Medicaid level of effort. A measurement issue is the extent to which the 
shortfall is attributable to the hospital’s inefficiency as opposed to Medicaid payment levels. A 
measure of Medicaid utilization or share of gross revenues (MedPAC’s recommended approach) 
rather than Medicaid shortfalls would address both issues. While this may be an appropriate 
allocation policy, it is the hospital’s shortfalls from serving Medicaid patients that threatens its 
financial viability. Moreover, federal support is already being provided for the Medicaid 
population through the federal match. Thus, a measure of the Medicaid shortfall - either directly 
or indirectly through a measure of the generosity of the state’s Medicaid program - should also 
be considered. 
 
Shortfalls from state or local indigent care program  
 

Shortfalls attributable to serving patients supported through state or local indigent care 
programs can also contribute to financial vulnerability. Information on these patients is generally 
not collected separately in national databases.  The AHA survey includes patients supported by 
indigent care programs in the “other government” payer category, along with CHAMPUS, Title 
V and worker’s compensation, and, in some states, state and local government health programs. 
In the absence of better data, MedPAC assumes that any losses a hospital reports for this 
category are attributable to indigent care patients (MedPAC 1998).  
 
Other measures of financial vulnerability 
  

Another issue is whether the hospital’s overall financial condition should be taken into 
account in allocating DSH funds, e.g., whether operating losses- whether or not they are directly 
associated with serving low-income patients- should be considered in an allocation policy. Such 
measures may be more suitable for evaluating whether the payments are targeted toward the 
more financially vulnerable hospitals than as an allocation statistic.  

A hospital's total revenue margin is the most commonly used measure of financial 
viability. This measure equals the difference between total net revenues and total expenses as a 
percentage of total net revenues. It is the most direct indicator of whether the hospital is able to 
cover its overall expenses with its overall revenues.  Hospitals with very low total margins 
(including many safety net hospitals) find themselves without sufficient funds to pay off debt, 
increase capital assets, expand services, or finance social missions. A hospital’s total margin 
includes its current subsidies for serving low- income populations. Since a critical question for 
targeting DSH payments is whether the hospital would be financially viable in the absence of 
those payments, the hospital’s total margin net of DSH payments is a better measure of financial 
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viability for purposes of identifying financially vulnerable safety net hospitals. Comparing total 
margin net of DSH to total margin including DSH subsidies under alternative DSH allocation 
methodologies provides an indication of how the hospital’s financial viability would be affected 
assuming no behavioral changes occur in the services it provides or in the revenues it receives 
from Medicaid and other payers.   

The literature suggests that margins alone should not be used to assess hospital financial 
viability. A hospital with positive margins may have inadequate liquid assets to meet its 
obligations. Negative margins may reflect changes in accounting rules or a decision to write-off 
a large expense over a period of years rather than financial distress (Bazzoli 1995). In addition to 
profitability, an assessment of financial viability should consider liquidity (the ability to pay 
bills), capital structure (the ability to pay long-term debt), and asset efficiency (how well assets 
are used in generation of revenues) (Bazzoli 1995; AHA 1998; Zeller 1997). Other factors that 
have been identified as important indicators of financial condition are working capital efficiency, 
fixed-asset age, and Medicare case mix index (Prince 1998; Zeller 1997).  It is not necessary to 
use all financial measures in assessing a hospital’s financial viability since many of the financial 
measures are highly correlated (Zeller 1997). Factor analysis has been used to identify the 
measures or measure sets that are most important in describing a hospital’s financial condition 
(Bazzoli 1995; Zeller 1997).  

We note that an advisory panel convened by the American Hospital Association (AHA) 
felt that both financial and non-financial factors are important considerations in assessing the on-
going viability of hospitals (AHA 1998). The panel suggested that bond ratings have value as a 
leading indicator of financial viability because they take both types of factors into consideration. 
However, not all hospitals have a bond rating and the ratings include subjective “risk aversion” 
considerations.13 (Reflecting a tightening of standards, current “BBB” ratings have financial 
ratios comparable to “A” ratings of several years ago (CHIPS, 2000)). Moreover, there are 
administrative advantages to using indicators that can be readily generated on an on-going basis 
from Medicare cost report data.      
 
POLICY ISSUES  
 
 The literature concerning safety net hospitals and the current policies for Medicare and 
Medicaid DSH payments suggest a set of policy issues related to the distribution of DSH funds.  
  

• To what extent should DSH funds be targeted on core safety net providers that are 
financially vulnerable?  Should hospitals that are able to cover losses attributable to 
uncompensated care and Medicaid shortfalls receive subsidies? Some hospitals that 
provide a substantial volume of services to low- income patient populations are not 
financially vulnerable because they are able to generate sufficient revenue (in the absence 
of government subsidies) to cross-subsidize the cost of caring for low- income patients.  

                                                 
13 Alternative approaches to using bond ratings as a direct measurement of financial viability 
would be to draw on research using statistical models to predict bond ratings or to use the 
financial data on hospitals with poor bond ratings to define financially distressed hospitals. For 
example, Bazzoli (1995) used the financial ratios for hospitals with BBB- bond ratings from 
Standard and Poor’s to identify a set of financially distressed hospitals (those hospitals that had 
at least 6 of 8 financial indicators below the median values for the BBB- hospitals).  
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• How can the allocation policy be structured to maintain or enhance level of effort 
regarding Medicaid eligibility and reimbursement rates as well as programs to subsidize 
care provided to the uninsured?  

• Should a threshold be used to target DSH payments on those hospitals that serve as core 
safety net hospitals?  What are the implications for communities where caring for the 
uninsured is shared across hospitals relative to those where it is concentrated in a few 
hospitals?  

   
 Underlying these major policy issues are empirical questions regarding the sensitivity of 
the allocations to different measures that could be used to define financially vulnerable safety net 
hospitals. These questions are important in understanding the impact the policy choices could 
have on the distribution of DSH funds to particular hospitals and identifying those choices where 
administrative preferences for readily available measures would have little practical effect on the 
distributions. In the remainder of this report, we examine the current distribution of DSH across 
classes of hospitals and analyze how different measures of financially vulnerable safety net 
hospitals would affect 1) the set of hospitals eligible to receive federal subsidies and 2) the 
distribution of funds among those hospitals.  
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3.  HOSPITAL DATA SET 
 

In this chapter, we provide a general overview of data sources and variables used in our 
analyses. We used the data set to support the following analytic tasks:  
• determine the current distribution of Medicare and Medicaid DSH expenditures at the 

individual hospital level and by key hospital characteristics; 
• assess alternative definitions of safety net providers; 
• evaluate alternative measures of financial vulnerability; and,  
• determine how well the current policies and alternative allocation policies target financially 

vulnerable safety net hospitals. The alternative allocation policies are based on: 
- utilization data; 
- revenue data; and,  
- uncompensated care and other cost data. 

Ideally, all required data would be available for all hospitals across the country for the 
same time period. Substantial information on individual hospital characteristics is available from 
the national sources discussed below. However, some utilization and financial data that are 
needed to measure hospital services to low-income populations (or at least the resources devoted 
to Medicaid patients and self-pay patients) are not directly available. Detailed inpatient 
utilization data on self-pay patients are available only for the 20 percent sample of hospitals from 
the 24 states included in the Hospital Cost and Utilization Project (HCUP) database. Much of the 
needed information on revenues by payer and on uncompensated care is collected in the 
American Hospital Association (AHA)’s Annual Survey, but confidentiality considerations 
preclude using that information for detailed exploratory analyses requiring hospital-level 
information. Thus, we supplemented the available national data with the HCUP national sample 
and detailed claims and financial data from three states: California, New York, and Wisconsin.  
 
NATIONAL DATABASES 
 
 Medicare Cost Reports 
 
 A Medicare cost report is submitted by each Medicare participating hospital based on the 
hospital's own fiscal year.14  The Centers for Medicare and Medicaid Services (CMS) makes 
selected data from the Hospital Cost Report Information System (HCRIS) available as a public 
use file. This file contains data on utilization (Medicare, Medicaid, and total), Medicare costs and 
payments, total costs and charges for routine, ancillary and outpatient services, and data from the 
hospital's financial statement. These data have been used to describe the relationship of Medicare 
payments and costs for categories of hospital services covered by different payment systems, 
hospital cost patterns and trends, and overall hospital financial status.  

The data from the financial statements are generally less reliable than data elements used 
for payment purposes. The instructions indicate that the worksheets should be prepared from the 
hospital’s accounting books and records and do not provide specific line item definitions. The 
fields are normally not audited; however, adoption of a later filing date for certified cost reports 
may have improved the quality of the financial data in recent years. The cost report data are 
updated quarterly by CMS. 
                                                 
14 Medicare allows low-Medicare utilization hospitals such as children’s hospitals to file low-volume reports that do 
not contain all the cost information required for the full cost report.  
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The cost report has inpatient utilization statistics for Medicare and Medicaid patients 
(discharges, days) but not for self-pay or charity care patients. Utilization statistics are not 
collected for outpatient visits. There is no information on revenues by payer class (other than 
Medicare charges). The only cost information is for Medicare patients and all patients. No 
information is collected on charity care.15 The financial data cannot be used in its current form to 
determine uncompensated care costs but can be used to establish overall measures of financial 
viability. 16 In addition, the cost report data can be used to develop cost-to-charge ratios for 
inpatient services that can be applied to hospital charges to estimate the cost of providing 
services.  
 
 
AHA Survey Data 

 
The most recent AHA survey available for our report was for 1999.  In completing the 

survey, hospitals are requested to report data for a full year based on their fiscal year (so that the 
reporting period should be consistent with Medicare cost report data). Overall, the average 
response rate is about 82 percent. However, the response rate on many of the financial items 
relevant for our purposes is about 65 percent and is not necessarily representative of the universe 
of hospitals (e.g. proprietary hospitals have a lower response rate for financial data). This makes 
it difficult to analyze data within states or market areas. Estimates are made of data for non-
reporting hospitals and for reporting hospitals that submit incomplete AHA Annual Survey 
questionnaires. Payer mix and revenue information is confidential and is not available on the 
public use file. On the non-confidential file, inpatient utilization information by payer is 
available for Medicare and Medicaid patients but not for other payers.  

 
Provider of Service File 
 
 CMS maintains a public use file with information from the certification system on 
Medicare/Medicaid participating hospitals. The file contains information on a number of hospital 
characteristics, including location, type, ownership, beds, and staffing. The information is 
updated only when actions affecting survey, compliance and certification are taken with the 
hospital so that variables such as staffing may be quite dated. Licensed beds (as opposed to beds 
that are staffed and maintained) are reported.  

 

                                                 
15 Under Medicare rules, bad debts, charity, and courtesy allowances are deductions from 
revenue and are not an allowable costs; however, bad debts attributable to the deductibles and 
coinsurance amounts for Medicare beneficiaries are reimbursable at 70% (effective in 2001 as a 
result of the BIPA restoration of BBA reductions).   
 
16In the future, data on uncompensated care costs should be available through the Medicare cost 
report. The BBRA requires the Secretary to collect through the cost report data on costs incurred 
by acute care hospitals in providing inpatient and outpatient hospital services for which the 
hospital is not compensated, including non-Medicare bad debt, charity care, and charges for 
Medicaid and indigent care. The provision is effective for cost reporting periods beginning on or 
after October 1, 2001. HCFA has not issued final instructions implementing this provision. 
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PPS Impact Files 
 
CMS produces the PPS impact files each year as part of the annual update in the hospital 

prospective payment system. The files contain information that can be used to estimate each 
hospital’s payments for the upcoming federal fiscal year. The variables include current payment 
parameters (e.g. the applicable wage index for the upcoming fiscal year), hospital characteristics 
from the most recently filed cost report, and patient characteristics from Medicare claims data 
from two years prior (e.g. the FY2001 impact file is based on MEDPAR data for FY 1999). 
Relative to the cost report data, the information is timelier and allows a direct estimation of 
prospective payments (including DSH) by federal fiscal year. 
 
Provider-specific File 
 
 The CMS intermediaries that process Medicare hospital claims maintain the provider-
specific file to price claims for inpatient hospital services. A public use file is made available 
annually each year as part of the PPS update that contains all the payment parameters used to pay 
hospitals for inpatient services in the current year. The file includes certain information (e.g., 
how a hospital is paid under the capital prospective payment system) that is not available on the 
PPS impact files.   
 
 
Medicaid DSH Expenditure Reports 
 

CMS maintains two public use files related to expenditures under Medicaid DSH 
programs.  
• The BBA required that each state submit an annual report describing Medicaid DSH 

payments made to each disproportionate share hospital. Consequently, CMS requests that 
states submit hospital-specific data (the name of the hospital, the type of hospital--for 
example, children's, psychiatric, etc., and public or private--and the annual DSH payment 
amount) by the end of the first quarter after the state's fiscal year. Public use files with 
FY1998 distributions to individual hospitals were available for our analyses.  

 
• The HCFA-64 is a quarterly report generated from the Medicaid financial budget and grant 

system. The report is an accounting statement of actual expenditures made by the states for 
which they are entitled to receive Federal reimbursement under the Medicaid law for that 
quarter. The amount claimed on the HCFA-64 is a summary of expenditures derived from 
source documents such as invoices, cost reports and eligibility records. DSH payments are 
broken out from other inpatient hospital or mental health facility payments.  
 

 
Area Resource File 
 

The Area Resources File (ARF) maintained by the Health Resources and Services 
Administration is a prominent source of information on the area in which each hospital is 
located.  The ARF is a computerized health resources information system that contains more 
than 7,000 variables at the county level that could be aggregated to other geographic groupings 
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such as MSAs/PMSAs. The ARF integrates data from a variety of sources, including the AHA, 
Bureau of Census, Interstudy, CMS and the VA. The variables include information on health 
care facilities and professions, population characteristics and economic data, and utilization.  The 
2000 release was available for our analyses, which draws most data elements from 1998.   
 
Kaiser Family Foundation State Reports 
 
 The Kaiser Family Foundation’s State Health Facts Online  (www.kff.org) contains state-
level data on demographics, health, and health policy, including health coverage, access, 
financing, compiled from a variety of sources, including CMS and Current Population Surveys. 
It is a readily available source for information on Medicaid enrollment and expenditures and 
estimates of the uninsured in each state.   
 
STATE DATABASES 
 
Healthcare Cost and Utilization Project (HCUP) Inpatient Databases 
 

The Agency for Healthcare Research and Quality's Healthcare Cost and Utilization 
Project (HCUP) consists of a national inpatient database containing 100 percent of the inpatient 
claims from a sample of hospitals in 24 states. Although the sampling frame is limited to 
participating states, it is selected to reflect characteristics of community hospitals nationwide. 
Weights are provided that can be used to produce national and regional estimates or state 
estimates for the participating states. We used the 1998 HCUP data in our analyses.   

The HCUP files contain more than 100 clinical and non-clinical variables included in a 
hospital inpatient discharge abstract, including diagnostic information, patient demographics, 
length of stay, and--most important for this project—total charges and expected primary and 
secondary payment source (such as Medicare/Medicaid/private insurance/self-pay). The HCUP 
data can be used to develop measures of inpatient hospital utilization and case mix by payer 
class. The charge data can be used with cost-to-charge ratios from the Medicare cost reports to 
compute costs by payer category for each hospital. Payment amounts are not provided. The 
sampling means that the data cannot be used to develop measures of market share for specific 
hospitals  

In addition to the national inpatient database, each participating state maintains a State 
Inpatient Database (SID). The SID contains data on all discharges from all community hospitals 
in the participating states. We used the 1997 SID for three states in our exploratory analyses: 
California, New York, and Wisconsin.    

There is no comparable database for outpatient services that provides utilization data by 
payer.17  
  
Financial Statements 
 

A number of state databases have detailed hospital-level financial data that could be used 
as an alternative to the AHA survey data. Some are a by-product of a state uniform reporting 
system with detailed definitions for each data element. The States that we are using in our 

                                                 
17 Nine states provide information on ambulatory surgery that includes payer information. 
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analyses- California, New York, and Wisconsin- all have detailed instructions concerning how 
data should be reported.  
 
HOSPITAL VARIABLES  

 
In this section, we provide an overview of the hospital variables that we constructed to 

support our analyses. The focus of our attention was on acute care community safety net 
hospitals that are financially vulnerable. Therefore, we built a detailed data set for all community 
hospitals (other than Maryland where an all-payer system applies), including children’s and 
cancer hospitals. While we included other specialty hospitals and institutions for mental disease 
in our database to the extent they receive Medicaid DSH funds, the data for these hospitals was 
more limited.  

We used HCFA’s Provider of Service file created January 1, 1998 to establish our 
universe of hospitals. We identified Medicare-participating hospitals by their Medicare provider 
number. Hospitals that are not Medicare participating facilities (e.g., institutions for mental 
disease) were assigned a dummy provider number. Below, we provide a general description of 
the data elements we included and the sources for the data. Where the variables were created for 
specific analyses, more detailed information on the data and methods are provided in the chapter 
reporting on those analyses.  
 
Hospital Characteristics 
 
Hospital capacity and services: We used the Medicare Provider of Service file and the AHA 
survey public data to determine basic hospital characteristics such as type (e.g., general acute 
care, children’s, long-term), ownership, and bed size. We used the Medicare cost report to 
determine the number of FTE residents and teaching intensity. 
 
Hospital utilization: We used the Medicare cost report and/or AHA survey public data to 
determine inpatient days and discharges for Medicare and Medicaid patients and all patients. 
(Other utilization data by payer, e.g. self- pay inpatient days and outpatient visits, is not available 
from the AHA survey data.) We used the AHA’s adjusted days as an overall measure of hospital 
capacity.18  

 
Low-income patient measures: Development of low- income measures is hampered by lack of 
available data. We developed different measures based on available data that enabled us to assess 
the distributional impact of using different definitions of financially vulnerable safety net 
hospitals.  

All acute care hospitals. We used the Medicare cost report data to generate Medicare and 
Medicaid utilization statistics for all acute care hospitals. We applied the SSI percentage to the 
Medicare days to estimate low-income Medicare days. We used these data in evaluating the 
current distribution of DSH payments (Chapter 4).  
    1998 HCUP national database. We constructed inpatient measures determining: 

                                                 
18 The adjusted days reflect the number of days of inpatient care, plus an estimate of the volume of outpatient 
services, expressed in units equivalent to an inpatient day in terms of level of cost. Outpatient services are converted 
to the equivalent number of inpatient days by multiplying the number of outpatient visits by the ratio of outpatient 
revenue per outpatient visit to inpatient revenue per inpatient day.  
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• number and proportion of inpatient days/discharges for self pay patients, Medicaid 
patients and other government patients likely to be indigent; 

• case mix for all patients and by payer category; and, 
• total inpatient charges by payer category. 
We used these data in analyses exploring the implications of using different utilization 

measures to allocate DSH funds (Chapter 7).   
Three-state analysis. We used the databases for California, New York and Wisconsin 

hospitals for an in-depth analysis of the sensitivity of the allocations to using different measures 
(Chapter 8). The state financial data have detailed information by payer source on inpatient and 
outpatient gross revenues and on uncompensated care. In addition, we had access to 100% of 
their 1997 inpatient claims through HCUP. Our measures from the financial statements included:  

• bad debt and uncompensated care  
• Medicaid shortfalls  
• Medicaid “new” DSH funds (payments net of provider contributions) paid to each 

hospital 
  
Other financial measures: 
 

We used Medicare cost reports (HCRIS 13, 14 and 15) to generate a standard set of 
financial measures for all hospitals in the database covering the four financial domains: 
profitability, liquidity, capital structure, and asset efficiency (Chapter 5).     
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4.  CURRENT DISTRIBUTION OF DSH PAYMENTS 
 
 

In this chapter, we discuss our analysis of hospital-level distributions of Medicare and 
Medicaid disproportionate share payments for FY1998 and summarize the results at the state-
level and at the national level using key hospital characteristics. We begin with a discussion of 
our simulation of actual FY1998 Medicare DSH payments and what the payments would have 
been assuming current law policies for FY2003 had been in effect. Next, we discuss the results 
of matching the Medicaid DSH payments reported by the states with individual hospitals. 
Finally, we provide information on combined Medicare and Medicaid DSH payments by hospital 
characteristic and by state.   
 
MEDICARE PAYMENTS 
 

Medicare DSH payments are made only to acute care hospitals paid under the prospective 
payment system for inpatient hospital services. The payments are an add-on to the standard DRG 
federal payment rate. Sole community and Medicare-dependent hospitals that are paid a hospital-
specific rate do not receive DSH payments. The DSH payment formula for operating costs 
differs across classes of hospital while only urban hospitals with 100 or more beds are eligible 
for DSH payments on the federal payment for capital-related costs (Table 1.1). As explained in 
Chapter 1, operating DSH payments were affected by the Balanced Budget Act of 1997, the 
Balanced Budget Refinement Act  (BBRA), and the Beneficiary Improvement and Protection 
Act (BIPA).  

 
Data 
 
 We drew on several data sources to estimate Medicare DSH payments: the Provider of 
Service (POS) file, the PPS Impact files for FY 1998 and FY2000, the Provider-specific File 
(PSF), and HCRIS files. Our starting point for a hospital listing was the CMS Provider of Service 
(POS) file. According to this file, there were 8,868 providers classified as “hospital” in the 
United States in FY1998. Of this total, we identified as our initial sample approximately 6,200 
acute care hospitals that could be theoretically eligible to receive Medicare DSH payments. We 
used the information in the PPS Impact files and the PSF files to simulate DSH payments (see 
Appendix A for a more detailed explanation of the data sources). The PPS Impact files and the 
PSF file provided sufficient information to simulate Medicare DSH payments for 5,148 
hospitals, or approximately 82% of hospitals in the initial sample. It appears that at least two-
thirds of the hospitals with missing data could be hospitals that no longer exist or have merged 
with other hospitals. Although they are present in the 1998 POS file, they are not listed on other 
sources for 1998 or later, including the AHA survey. 

 
 

Methodology 
 

Medicare DSH payments are a percentage add-on to the federal PPS payment rates for 
operating and capital costs. For an individual discharge, the standard payment is adjusted for the 
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relative weight for the DRG to which the case is classified. The case mix index (CMI) represents 
the average case weight for all discharges at the hospital over the fiscal year.  
 

The general formula that we used to estimate a hospital’s total DSH payments was: 
 

DSHpayi =  ((wage-adjusted operating standardized amounti *DSH operating factori ) 
+ (geographic-adjusted federal capital rate*DSH capital factor)) * CMIi *Dischargesi   

 
We also took into account special payment provisions that affect the DSH payments for certain 
types of hospitals.  

• For operating payments, sole community hospitals (SCH) receive the higher of 1) the 
federal payment amount (after adjustment for DSH and indirect medical education (IME) 
payments and outliers) and 2) a hospital-specific rate.19  We estimated the amount of 
DSH payable to SCH hospitals paid the federal rate. For informational purposes, we also 
estimated the amount of DSH payments that would have been paid to SCH hospitals that 
are paid the hospital-specific rate. We distinguished between the two classes of hospitals 
when aggregating DSH data.  

• Hospitals may request annual reclassification by the Geographic Reclassification Review 
Board (MGCRB) for purposes of the standardized amount and/or wage index. We took 
the effect of the reclassifications into account. The reclassifications can affect the 
standardized amount or geographic adjustment factor applicable to the hospital.  

 
Results 

Table 4.1 summarizes the distribution of Medicare payments across classes of hospitals 
using both the FY1998 payment rules and the rules that will be in effect in FY2003. The latter 
rules reflect the BIPA changes in the payment formula and the expiration of the BBA across-the-
board payment reductions. We estimate FY 1998 actual DSH payments at $4.83 billion. If the 
FY2003 DSH payment rules had been in effect and all other FY1998 payment parameters 
remained unchanged, payments would have been $358 million higher, or $5.18 billion. 
Consistent with the changes in the formula, most payment increases occur among rural hospitals 
and small urban hospitals. Columns B and C show the distribution of hospitals and Medicare 
inpatient days within each hospital class regardless of whether they received DSH payments.  

Following is a summary of key findings. 
Urban/Rural Status. Hospitals located in large urban areas (defined as having a 

population of 1 million or more) received the largest share of FY1998 Medicare DSH payments. 
Although they provided only 49% of total Medicare inpatient days, they received 65% of total 
Medicare DSH payments. The BIPA rules reduce this share only slightly to 62%. Although rural 
hospitals provided 19% of total Medicare inpatient days, they received only 3.1% of the 
Medicare DSH payments. Under BIPA, the rural share of DSH payments will more than double 
to 7.2%. 
                                                 
19Medicare dependent hospitals receive 1) the federal payment amount plus 2) 50 percent of the difference between 
payments based on the hospital-specific rate and payments based on the federal rate, if the hospital-specific rate is 
higher. Thus, the MDH provision does not affect the level of DSH payments. 
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A B C D E F G H

No. of 
Hospitals

Medicare 
Inpatient 

Days      
(millions)

% of 
Medicare 

Days

 Actual 
FY1998 

Payments
%

Simulated 
Payments     

(FY 2003 Rules, 
FY98 data)

%

All  Hospitals 5148 78.5 100.0% 4,825.5 5,183.3

By Geographic Area
        Urban 2918 63.9 81.5% 4,674.2 96.9% 4,812.5 92.8%
           Large urban 1689 38.3 48.8% 3,113.0 64.5% 3,202.4 61.8%
           Other urban 1229 25.6 32.7% 1,561.2 32.4% 1,610.1 31.1%
        Rural 2230 14.5 18.5% 151.2 3.1% 370.9 7.2%
        Urban By Region 2918 63.9 100.0% 4,674.2 100.0% 4,812.5 100.0%
           East North Central 482 10.9 17.0% 498.0 10.7% 506.1 10.5%
           East South Central 171 4.0 6.2% 325.1 7.0% 332.2 6.9%
           Middle Atlantic 436 13.0 20.4% 949.3 20.3% 962.1 20.0%
           Mountain 138 2.3 3.6% 127.0 2.7% 130.9 2.7%
           New  England 152 3.2 5.0% 130.0 2.8% 142.1 3.0%
           Pacif ic 472 7.1 11.0% 963.2 20.6% 983.4 20.4%
           South Atlantic 462 11.9 18.6% 927.8 19.8% 956.7 19.9%
           West North Central 195 4.2 6.6% 157.7 3.4% 161.0 3.3%
           West South Central 362 6.7 10.4% 584.5 12.5% 625.8 13.0%
           Puerto Rico 48 0.8 1.2% 11.7 0.3% 12.1 0.3%
        Urban By Bedsize 2918 63.9 100.0% 4,674.2 100.0% 4,812.5 100.0%
           0-49 beds 280 0.9 1.4% 22.2 0.5% 29.0 0.6%
           50-99 beds 364 2.1 3.3% 33.4 0.7% 58.7 1.2%
           100-199 beds 723 8.2 12.8% 535.0 11.4% 551.6 11.5%
           200-299 beds 532 11.6 18.2% 627.8 13.4% 640.3 13.3%
           300-499 beds 646 20.8 32.6% 1,452.1 31.1% 1,473.8 30.6%
           500 or more beds 373 20.3 31.7% 2,003.8 42.9% 2,059.0 42.8%
        Rural By Bedsize 2230 14.5 100.0% 151.2 100.0% 370.9 100.0%
           0-49 beds 1087 2.8 19.0% 8.2 5.4% 39.2 10.6%
           50-99 beds 628 3.4 23.3% 17.0 11.2% 81.0 21.8%
           100-149 beds 244 2.6 17.6% 23.9 15.8% 58.4 15.7%
           150-199 beds 125 1.9 13.2% 31.8 21.1% 63.0 17.0%
           200 or more beds 146 3.9 26.8% 70.3 46.5% 129.3 34.9%
Type of Hospital 5148 78.5 100.0% 4,825.5 100.0% 5,183.3 100.0%
           General 5124 78.0 99.4% 4,773.4 98.9% 5,129.7 99.0%
           Children's 3 0.2 0.2% 16.2 0.3% 16.4 0.3%
           Psychiatric 21 0.3 0.4% 35.9 0.7% 37.3 0.7%
           Rehabilitation 0 0.0 0.0% 0.0 0.0% 0.0 0.0%
Type of Ownership 5148 78.5 100.0% 4,825.5 100.0% 5,183.3 100.0%
           Federal 45 0.0 0.0% 2.2 0.0% 3.1 0.1%
           State 93 1.6 2.0% 270.5 5.6% 280.9 5.4%
           County or local 672 5.6 7.2% 440.6 9.1% 490.4 9.5%
           Gov. - hosp. dist 630 5.1 6.5% 325.2 6.7% 405.1 7.8%
           Not-for-profit 2997 57.6 73.4% 3,199.5 66.3% 3,371.2 65.0%
           For-profit 711 8.5 10.9% 587.5 12.2% 632.8 12.2%
Medicare Case Mix Index 5148 78.5 100.0% 4,825 100.0% 5,183 100.0%
          1st quartile 1288 4.1 5.2% 39 0.8% 87 1.7%
          2nd quartile 1289 10.1 12.8% 356 7.4% 453 8.7%
          3rd quartile 1288 21.9 27.9% 1,065 22.1% 1,172 22.6%
          4th quartile 1283 42.5 54.1% 3,366 69.7% 3,471 67.0%

Table 4.1 Medicare DSH Payments by Category, FY 1998 ( $ millions)
(Actual and Simulated Under FY2003 Rules)
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Table 4.1 (continued). Medicare DSH Payments by Category, FY 1998 ($ millions) 
(Acutal and simulated Under New 2003 Rules 

 

 Category No. of 
Hospitals 

Medicare 
Inpatient 

Days         
(millions) 

% of 
Medicare 

Days 

 Actual 
FY1998 

Payments 
% # of H. 

Medicare Inp. 
Days 
(mln)

%

Simulated 
Payments     
(FY 2003 
Rules,  FY1998 
data) 

% 

Medicare SSI Days and Medicaid Days as Percent of 
Total Inpatient Days 5148 78.5 100.0% 4,825 100.0% 5148 78.5 100.0% 5,183 100.0%
          <.10 1509 20.7 26.3% 33 0.7% 1509 20.7 26.3% 36 0.7%
          = >.10 and <.20 1715 28.7 36.6% 867 18.0% 1715 28.7 36.6% 998 19.2%
          = >.20 and < .30 947 16.1 20.6% 1,462 30.3% 947 16.1 20.6% 1,579 30.5%
          =>.30 and <.40 474 7.4 9.4% 1,173 24.3% 474 7.4 9.4% 1,216 23.5%
          =>.40 and <.50 211 2.9 3.7% 634 13.1% 211 2.9 3.7% 674 13.0%
          =>.50 and <.60 96 1.2 1.6% 304 6.3% 96 1.2 1.6% 311 6.0%
          =>.60 and <.70 55 0.8 1.0% 226 4.7% 55 0.8 1.0% 233 4.5%
          =>.70 and <.80 21 0.3 0.4% 83 1.7% 21 0.3 0.4% 88 1.7%
          =>.80 9 0.1 0.1% 8 0.2% 9 0.1 0.1% 8 0.2%
          Missing 111 0.2 0.2% 36 0.7% 111 0.2 0.2% 41 0.8%
Medicare Inpatient Days As Percent of Total Inpatient 
Days 5148 78.5 100.0% 4,825 100.0% 5148 78.5 100.0% 5,183 100.0%
          0-24 274 3.2 4.0% 472 9.8% 274 3.2 4.0% 521 10.0%
          25-49 1312 25.7 32.7% 2,661 55.2% 1312 25.7 32.7% 2,734 52.8%
          50-64 2027 35.6 45.3% 1,407 29.2% 2027 35.6 45.3% 1,568 30.3%
          65-79 1243 12.6 16.0% 151 3.1% 1243 12.6 16.0% 220 4.3%
          80 and over 165 0.8 1.0% 5 0.1% 165 0.8 1.0% 8 0.1%
          Missing 127 0.7 0.9% 129 2.7% 127 0.7 0.9% 132 2.5%
Medicare SSI Days As Percent of Total Medicare Days 5148 78.5 100.0% 4,825 100.0% 5148 78.5 100.0% 5,183 100.0%
          <.10 3152 51.3 65.3% 1,333 27.6% 3152 51.3 65.3% 1,453 28.0%
          = >.10 and <.20 1216 20.3 25.8% 2,236 46.3% 1216 20.3 25.8% 2,380 45.9%
          = >.20 and < .30 436 4.7 6.0% 758 15.7% 436 4.7 6.0% 825 15.9%
          =>.30 and <.40 162 1.4 1.7% 292 6.1% 162 1.4 1.7% 308 5.9%
          =>.40 and <.50 45 0.4 0.5% 88 1.8% 45 0.4 0.5% 90 1.7%
          =>.50 and <.60 17 0.1 0.2% 39 0.8% 17 0.1 0.2% 40 0.8%
          =>.60 and <.70 9 0.1 0.2% 44 0.9% 9 0.1 0.2% 48 0.9%
          =>.70 0 0.0 0.0% 0 0.0% 0 0.0 0.0% 0 0.0%
          Missing 111 0.2 0.2% 36 0.7% 111 0.2 0.2% 41 0.8%
Medicaid Inpatient Days As a Percent of Total Non-
Medicare Days 5148 78.5 100.0% 4,825 100.0% 5148 78.5 100.0% 5,183 100.0%
          <.10 857 10.9 13.8% 27 0.6% 857 10.9 13.8% 31 0.6%
          = >.10 and <.20 972 15.1 19.2% 173 3.6% 972 15.1 19.2% 194 3.7%
          = >.20 and < .30 1073 19.9 25.3% 861 17.9% 1073 19.9 25.3% 942 18.2%
          =>.30 and <.40 867 14.9 19.0% 1,187 24.6% 867 14.9 19.0% 1,297 25.0%
          =>.40 and <.50 518 7.6 9.6% 892 18.5% 518 7.6 9.6% 953 18.4%
          =>.50 and <.60 317 5.2 6.6% 746 15.5% 317 5.2 6.6% 786 15.2%
          =>.60 and <.70 150 1.7 2.2% 315 6.5% 150 1.7 2.2% 328 6.3%
          =>.70 and <.80 86 1.5 2.0% 303 6.3% 86 1.5 2.0% 314 6.1%
          =>.80 86 0.8 1.1% 160 3.3% 86 0.8 1.1% 169 3.3%
          Missing 222 0.9 1.1% 162 3.4% 222 0.9 1.1% 169 3.3%
Medicaid Inpatient Days As Percent of Total Inpatient 
Days 5148 78.5 100.0% 4,825 100.0% 5148 78.5 100.0% 5,183 100.0%
          1st state quartile 1223 16.1 20.5% 85 1.8% 1223 16.1 20.5% 103 2.0%
          2nd state quartile 1274 19.1 24.3% 485 10.1% 1274 19.1 24.3% 566 10.9%
          3rd state quartile  1257 20.9 26.6% 1,206 25.0% 1257 20.9 26.6% 1,316 25.4%
          4th state quartile 1283 22.2 28.3% 3,014 62.5% 1283 22.2 28.3% 3,157 60.9%
          1 s.d. Above State Average 1120 16.3 20.8% 1,892 39.2% 1120 16.3 20.8% 1,987 38.3%
          Missing 111 0.2 0.2% 36 0.7% 111 0.2 0.2% 41 0.8%
Teaching Status 5148 78.5 100.0% 4,825 100.0% 5148 78.5 100.0% 5,183 100.0%
          Non- teaching 3993 41.5 52.9% 1,592 33.0% 3993 41.5 52.9% 1,859 35.9%
          Fewer than 10 residents 369 8.1 10.4% 454 9.4% 369 8.1 10.4% 468 9.0%
          Residents >10 and <100 509 16.9 21.6% 1,121 23.2% 509 16.9 21.6% 1,138 22.0%
          Residents => 100 and < 250  149 6.8 8.7% 900 18.7% 149 6.8 8.7% 919 17.7%
          Residents => 250 88 5.0 6.4% 742 15.4% 88 5.0 6.4% 782 15.1%
          Missing 40 0.0 0.0% 17 0.4% 40 0.0 0.0% 18 0.3%
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Region. The Pacific and East North Central regions have the largest disparities between 
the share of Medicare DSH payments they received and their share of Medicare inpatient days 
(20% vs. 11%, and 10.5% vs. 17%, respectively). The differences are largely attributable to the 
factors other than DSH patient percentage that affect payment distribution.  Payments are made 
on a per discharge basis and are a function not only of the hospital’s DSH patient percentage but 
also its case mix and wage index. The hospitals in the Pacific region are characterized by a 
shorter length of stay, high case mix, and high hospital wages. Hospitals in the East North 
Central have a longer length of stay, lower wages, and a lower case mix index. The distribution 
across regions was not affected by the BIPA changes.  

Bed Size. Larger urban hospitals receive a disproportionately greater share of Medicare 
DSH payments. Hospitals with 500 beds or more provided 32% of Medicare inpatient days and 
received 43% of Medicare DSH funds in FY1998. Actual FY1998 payments to rural hospitals 
had the same bias towards larger hospitals as urban hospital payments. Rural hospitals with 200 
beds or more provided 27% of Medicare inpatient days but received 47% of Medicare DSH 
payments to rural hospitals. At the same time, hospitals with less than 100 beds provided 42% of 
Medicare inpatient days but received only 17% of Medicare DSH payments. Among rural 
hospitals, the BIPA rules will reduce the share of DSH payments to those with more than 200 
beds to 35%, and raise the share of DSH payments to those with fewer than 100 beds to 32%. 
The BIPA rules will not affect the relative distribution of Medicare DSH funds among urban 
hospitals. 

Hospital Type. To be consistent with tables on Medicaid DSH payments that follow, we 
used the type of hospital assigned by the state in reporting Medicaid payments as the first 
determinant of provider type. We found several situations in the Medicaid data where a Medicare 
acute care hospital was classified as a psychiatric facility by the state even though the hospital 
had a Medicare acute care provider number. It appears that in these cases the Medicaid DSH 
payments are based on the psychiatric care provided by the institution rather than its acute care 
services. Ideally, the Medicaid DSH payments would be assigned to the distinct part psychiatric 
units in these situations and would not be considered acute care hospital payments. However, a 
provider-by-provider basis determination would be needed that this is the correct interpretation 
and that the discrepancy does not result from errors in state reporting of provider type or our 
assignment of provider numbers. In the interim, this accounts for the seemingly anomalous 
situation where psychiatric facilities receive Medicare DSH funds.20  

Ownership. DSH payments are more evenly distributed across hospitals by type of 
ownership than might be expected based on the traditional role of governmental providers in 
providing care to low-income patients. Not-for-profit hospitals received the bulk of Medicare 
DSH payments – 66% of the total – but somewhat less than their share of total Medicare 
inpatient days (73%). Consistent with their role in providing a significant amount of care to low-
income patients, a somewhat larger share of DSH payments went to state and local hospitals. 
Governmental hospitals provided 16% of Medicare inpatient days and received 21% of Medicare 
DSH funds. The BIPA changes do not influence this pattern significantly. Interestingly, 
                                                 
20 By design, the Medicare DSH program applies only to acute care hospitals that are paid under the prospective 
payment system. Hospitals that are excluded from the prospective payment system are reimbursed on a reasonable 
cost basis subject to rate of increase (TEFRA) limits and do not receive DSH payments. Excluded units of acute care 
hospitals are assigned separate provider numbers (and, under the Medicare convention for assigning Medicare 
provider numbers, an acute care unit of a psychiatric facility would receive the main provider number). We found a 
several situations in the Medicaid data where a Medicare acute care hospital was classified as a psychiatric facility 
by the state. 
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proprietary hospitals are not generally viewed as safety net hospitals; however, their share of 
DSH payments (12%) approximates their share of inpatient days (11%).  

Case Mix. The relative share of Medicare DSH payments increases as the Medicare case 
mix index increases. The hospitals in the highest quartile of Medicare case mix index provided 
54% of the Medicare inpatient days and received 67% of the payments. This result is consistent 
with larger tertiary care facilities providing a higher proportion of care to low-income patients.  

Low-income Patients. Throughout this report, we use a number of different measures of 
serving low-income patients to examine how DSH payments are distributed. In this particular 
analysis, which involves all Medicare participating acute care hospitals, we are limited to 
measures that draw on Medicaid utilization and the percentage of Medicare beneficiaries who are 
entitled to SSI.21 The Medicaid utilization statistics do not include Medicare beneficiaries who 
are also eligible for Medicaid. Our findings include the following: 
• As expected, Medicare DSH payments are skewed towards hospitals that serve a high 

percentage of Medicare beneficiaries on SSI and Medicaid patients.22 Hospitals for which 
Medicare beneficiaries on SSI and Medicaid patients constitute at least 20 percent of the 
patient census provide about 37% of Medicare inpatient days but receive more than 80 % of 
the DSH payments.  

• Even though the DSH payment is an add-on to Medicare DRG payments, payments decrease 
as the percentage of Medicare utilization increases. For example, hospitals with 25-49 
percent Medicare utilization account for 33% of the days but receive 53% of the DSH 
payments under FY2003 rules. Hospitals with 50-64 percent Medicare utilization account for 
45.3 % of the days but receive only 30% of DSH payments. This is probably a result of the 
Medicaid utilization in the DSH formula being expressed as a percentage of total inpatient 
days. By definition, hospitals that have high Medicare utilization will have a low Medicaid 
percentage in their DSH patient percentage.  

• Less than 10% of Medicare patients in most hospitals are entitled to SSI. Once this threshold 
is passed, hospitals begin to receive a higher percentage of DSH payments relative to their 
inpatient utilization. For example, hospitals with 10-20 percent of their Medicare population 
eligible for SSI account for 26 % of Medicare inpatient days but receive 46 % of Medicare 
DSH payments.  

• Medicaid utilization can be expressed either as a percentage of non-Medicare days (the better 
measure of the proportion of the patient population that is low-income) or as a percentage of 
total inpatient days (which is used in the Medicare DSH formula). When looked at as a 
percentage of non-Medicare patients, hospitals on average do not benefit from Medicare 
DSH until their Medicaid utilization rate exceeds 30 percent. When looked at as a percentage 
on total inpatient days, hospitals in the upper quartile of Medicaid utilization rates for their 
state benefit the most. They account for 28% of Medicare inpatient days and 62.5% of the 
Medicare DSH payments. Hospitals with a Medicaid utilization rate that is at least one 
standard deviation above the state mean furnish 21% of Medicare inpatient days and receive 
38% of DSH payments.  

                                                 
21 In our three-state analysis in Chapter 8, we examine how the distribution changes when other low-income patients 
and/or uncompensated care are taken into account. 
22 We use as our measure the percentage of total inpatients that are either Medicare beneficiaries on SSI or non-
Medicare patients who are entitled to Medicaid. This differs from the DSH patient percentage, which is the 
percentage of Medicare patients who are entitled SSI plus the percentage of total patients who are non-Medicare 
patients entitled to Medicaid.  
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Teaching Status. The distribution of payments across classes of teaching hospitals reflects 
the commitment of most major teaching hospitals to serving low-income patients. The 237 
teaching hospitals in the analysis file with 100 or more residents account for 36 % of Medicare 
inpatient days and receive 55% of Medicare DSH payments.  

   
MEDICAID DSH PAYMENTS 
 

The Medicaid DSH program was intended to function as a joint effort of the states and 
the federal government in assisting DSH hospitals. As discussed in Chapter 1, states are required 
to designate certain hospitals as DSH but have considerable flexibility to tailor the program to 
state needs and priorities. Each state generates its own funds, which are then matched by the 
federal share of the total state DSH money according to a fixed percentage (FMAP). Each state 
has its own allotments (or caps) on the total amount of DSH money it can pay to hospitals, on the 
maximum federal share in this total amount (federal matching funds), and on some aspects of the 
distribution of state Medicaid DSH funds.23 A state’s actual DSH payments cannot exceed the 
allotments established by statute.  

It is commonly recognized that the states often use the Medicaid DSH program not only 
to finance hospitals serving a disproportionately large share of low-income patients (the 
program’s direct purpose), but also to secure additional federal funds for the state budget. To 
evaluate the effect of the program on the financial positions of hospitals, we need to understand 
the underlying composition of total Medicaid DSH funds. States often finance their share of 
Medicaid DSH funds by obtaining money from the hospitals themselves. In a simplified 
example, a hospital may provide $100,000 to a state to finance its DSH program. If the state’s 
federal matching percentage is 50%, the state will then receive an additional $100,000 from the 
federal government in matching funds. Although the total state DSH payment back to the 
hospital will be $200,000, only half of this amount – the federal share – would represent new 
money for the hospital.  

There is also a possibility that the state will pay the hospital only some share of the 
federal funds (for example, $60,000, or a total of $160,000). The rest of the federal funds the 
state may use as DSH payments to other hospitals or it may retain them for other purposes. We 
call any retained funds (which are gains to the state) residual funds, following the terminology 
used in Coughlin and Ku (2000). 24 

 In addition, for the state facilities receiving some new DSH, the state may reduce other 
financial assistance (not related to the DSH program). As a result, there is a possibility that only 
the federal share of the DSH funds to non-state facilities may in fact represent new funds to 
facilities from the DSH program. 

                                                 
23 One such distributional issue is the cap on DSH money that states can pay to their Institutions for Mental Disease 
(see discussion on Table 4.3). 
24 The retained funds are not eligible for FMAP.  
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Data 
 
 
The hospital-specific Medicaid disproportionate share hospital (DSH) payments for this analysis 
primarily came from state reports submitted to CMS. As of May 2001, CMS had received at least 
one report for either FY 1998 or FY 1999 from 46 states and the District of Columbia. Two of 
the four states that were not included, Hawaii and Tennessee, do not have Medicaid DSH 
programs and therefore do not submit reports. The other two states, Georgia and Ohio, provided 
hospital-specific data directly to us upon request. 
 
 
Methodology 

 
General Approach. To assess the validity of the hospital specific data, we compared total 

spending included in the CMS reports to DSH expenditure data reported by the states in the 
annual Financial Management Reports (HCFA-64). We also checked total expenditures from the 
hospital specific reports against the states' DSH payment limits established in the Balanced 
Budget Act (BBA) of 1997. To merge the Medicaid DSH payment data with our estimated 
Medicare DSH payments, we identified hospitals in the Medicaid reports using their Medicare 
provider numbers. Only two states, Michigan and North Carolina, put Medicare provider 
numbers on their hospital specific Medicaid DSH reports. We used the CMS On-line Survey and 
Certification Reporting System (OSCAR) and Provider of Service (POS) files, as well as AHA 
on-line Hospital Directory (www.ahd.com) to match hospital names in the Medicaid reports with 
Medicare provider numbers.  

Several states included a few individual hospitals in their Medicaid DSH reports that we 
could not identify with sufficient confidence to match them with their Medicare provider 
numbers. We created dummy Medicare provider numbers for these hospitals to keep them in the 
data set, but they could not be linked up with Medicare DSH payment information. In addition, 
eight states lacked hospital specific payment information for a much larger share of their 
Medicaid DSH payments.25 For these states, we created one dummy variable to account for the 
missing DSH payments to acute care facilities and a separate dummy variable to account for 
missing IMD DSH payments. Appendix A provides an explanation of state-specific reporting 
issues and how we handled them. 

Estimating New DSH Funds. Unfortunately, no data are available on the precise amounts 
of net gains to hospitals from the Medicaid DSH program (new funds) in FY1998. We used 
estimates developed by Coughlin, Ku and Kim (2000) for FY1997 to construct possible 
measures of this parameter on the upper and lower bounds. We looked at four scenarios:  

1) All funds from the DSH program are new funds to the hospitals. While this is unlikely to 
be a correct assumption, it gives the upper possible bound on the amount of new funds. 
We assumed this measure equals our estimate of total DSH payments by the state.  

2) Only the federal share of DSH payments represents new money to facilities. To calculate 
this measure, we apply federal matching percentage to the DSH payments made by the 
state to each hospital.  

3) Only the portion of the federal share that was actually paid to hospitals represents new 
money that they receive. This scenario takes into account the possibility that states may 

                                                 
25 Alabama, Colorado, Georgia, Illinois, Indiana, Minnesota, New Jersey, and Pennsylvania. 
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retain some residual funds for their own use. We applied estimates of the percentages 
collected by states in residual funds in FY1997 uniformly to federal shares of all hospitals 
in the state. We recognize that the actual redistributions at the level of individual 
hospitals may be more complex and some may have received higher percentages of their 
federal shares than others. However, we have no basis for making other than an across-
the-board estimate. For those states that were not covered by the survey conducted by 
Coughlin, Ku and Kim (2000), we assumed zero residual funds. The assumption seems to 
be reasonable, because even within the sample covered by the survey only 12 states out 
of 40 have state residual funds. 

4) Only the portion of the federal share that was actually paid to non-state hospitals 
represents new money to health care facilities in the state. This measure is an estimate of 
the lower possible limit on the new funds to hospitals. It takes into account the fact that 
DSH money may not add new funds to state hospitals because of possible offsetting 
diversion of other state financial assistance.  
 
Actual Medicaid DSH Payments vs. Receivables, by State. In some cases, states make 

Medicaid DSH payments to facilities located in a different state. We assessed the magnitude of 
such payments and found that interstate DSH transfers are very small (Appendix B Table B.1). 
Overall, they constitute only 0.3% of the total FY1998 DSH payments. Because the funds 
reported as paid to hospitals located in another state are generally small, we assumed in our 
analyses that the DSH amounts paid by the states and amounts received by the facilities in the 
same state are equivalent.  

 
Results 

Matching to Medicare Provider Numbers. We were unable to identify the individual 
hospitals receiving 12.7% of the Medicaid DSH payments. These Medicaid funds with 
unidentified distribution consist of the two parts: 

• payments to specific hospitals for which we know some characteristics, but do not know 
the provider number (1.8% of the Medicaid total), and 

• aggregate payments by states, for which we were not able to identify the distribution 
among specific hospitals (10.9% of the Medicaid total). 

Throughout this report, we refer to specific hospitals with known provider numbers, and to 
corresponding payments, as “identified” facilities (payments). The rest of the Medicaid DSH 
payments (12.7%) are referred to as “unidentified”. When we combine identified facilities with 
individual hospitals with unknown provider numbers, we call them together “specific” facilities 
(payments). Finally, we call state amounts for which we could not identify individual recipients 
“payments with unknown distribution”.   

 
New Funds for Hospitals from the Medicaid DSH Program. Nationally, we found that the 

States reported $15 billion in DSH payments to hospitals. Utilizing the estimates made by 
Coughlin et al. for FY 1997, we estimate that the funds retained by the 11 states represented 15% 
of federal DSH payments.  Table 4.2 compares the net gains by facilities from the Medicaid DSH 
program across the four different assumptions regarding the extent to which the DSH payments 
represent “new money” to the hospitals.  
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• Column E shows the amounts hospitals would have received under an assumption that all 
DSH funds are new funds to the hospitals. The states with the largest DSH programs are 
California, New York, New Jersey, and Texas.  

• Column F shows the amounts hospitals would have received under an assumption that 
only the federal share of DSH payments represents new money to facilities. It was 
determined by applying the federal matching rate (Column C) to the DSH payments to 
individual hospitals as reported by the state.26  Overall, the federal matching rate was 
56.6 percent but ranged from a high of 77.1 percent in Mississippi to the 50 percent floor 
in eight states. A relatively higher percentage of DSH payments are assumed to be new 
funds in the states with relatively high federal matching rates. We use these results in our 
analyses examining the joint distribution of Medicare and Medicaid DSH funds 

• Column G takes into account that some states may retain residual funds for their own use 
and assumes that only the portion of the federal share that was actually paid to hospitals 
represents new money. It reduces the estimate of new DSH funds in 11 states: California, 
Connecticut, Georgia, Indiana, Kentucky, Massachusetts, Mississippi, Missouri, North 
Carolina, Rhode Island, and Texas.  

• Column H assumes that the federal share of DSH payments to non-state hospitals, less a 
pro-rata portion of the residual funds retained by the states, is new DSH funds. It affects 
the estimate of new DSH funds in states that pay a high proportion of their DSH funds to 
state institutions.  Relative to Column G, this assumption reduces the estimate of new 
DSH funds by more than 50 percent in 13 states, including three with more than $100 
million in total DSH payments: Louisiana, Indiana, and Virginia.  

                                                 
26  In some cases, we found that the sum of these federal shares in all payments made by the state exceeds state 
federal allotment. We considered scaling down all individual payments proportionately so that the sum is equal to 
the federal allotment. The assumption behind this would be that the federal matching funds never exceed the 
maximum limit on such payments established for all states by the federal government. However, we found that the 
reported amounts were consistent with the HCFA-64. We decided to rely on the HCFA-64 and make no adjustments 
to the reported amounts.   
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1 In some cases these payments may go to hospitals outside the state that makes payments. 
2 Some of these payments may be received from states other than the one where the hospital is located. 
3 We assume that these payments go only to the hospitals within the state that makes payments  
(payments and receivables are the same for this category). 

All Funds Paid 
by State        

Federal Share of 
DSH Payments 
Only

Federal Share of DSH 
Payments To All 
Facilities Less 
Residual Funds 

Federal Share of 
DSH Payments to 
Non-State Hospitals 
Only Less Portion of 
Residual Funds

A B C D E F G H

Total 100.0% 56.6% 15.0% 15,029.890 8,320.511 7,119.399 4,662.346

Alabama .2% 69.3% - 393.726 272.931 272.931 164.145

Alaska .0% 59.8% - 13.776 8.238 8.238 0.000

Arizona 1.3% 65.3% - 122.347 79.929 79.929 79.427

Arkansas .5% 72.8% - 1.656 1.206 1.206 1.167

California 7.1% 51.2% 24.0% 2,448.159 1,085.000 825.000 779.678

Colorado 1.0% 52.0% 19.5% 174.804 90.846 73.143 73.119

Connecticut 1.6% 50.0% - 370.130 185.065 185.065 132.752

Delaware .0% 50.0% - 7.069 3.535 3.535 0.000

DC 1.1% 70.0% - 32.857 23.000 23.000 23.000

Florida 3.9% 55.6% - 370.754 206.325 206.325 136.882

Georgia .0% 60.8% 8.6% 413.330 251.470 229.902 229.902

Hawaii .0% 0.0% - 0.000 0.000 0.000 0.000

Idaho .4% 69.6% - 1.437 1.000 1.000 0.968

Illinois 2.7% 50.0% - 235.159 117.580 117.580 64.746

Indiana .8% 61.4% 7.9% 123.240 75.682 69.722 27.766

Iowa .5% 63.7% - 19.838 8.000 8.000 0.679

Kansas .6% 59.7% - 43.393 25.910 25.910 1.909

Kentucky 2.9% 70.4% 22.2% 194.685 137.000 106.527 77.622

Louisiana 1.4% 70.0% - 734.339 514.258 514.258 61.737

Maine .8% 66.0% - 124.484 82.210 82.210 53.024

Maryland 1.8% 50.0% - 143.284 71.642 71.642 13.506

Massachusetts 1.9% 50.0% 78.2% 548.501 274.250 59.681 42.186

Michigan 4.4% 53.6% - 319.963 171.436 171.436 88.513

Minnesota .0% 52.1% - 56.256 29.332 29.332 20.034

Mississippi 1.7% 77.1% 62.6% 182.572 140.744 52.632 30.350

Missouri 2.9% 60.7% 41.2% 666.057 404.163 237.805 159.416

Montana .4% 70.6% - 0.220 0.155 0.155 0.155

Nebraska .3% 61.2% - 5.922 3.623 3.623 2.527

Nevada .4% 50.0% - 73.560 36.780 36.780 36.780

New Hampshire .4% 50.0% - 128.411 64.206 64.206 51.706

New Jersey 2.9% 50.0% - 1,058.598 529.299 529.299 320.989

New Mexico .3% 72.6% - 6.886 5.000 5.000 1.197

New York 29.0% 50.0% - 1,868.267 934.133 934.133 599.117

North Carolina 4.8% 63.1% 6.6% 338.800 213.749 199.578 101.635

North Dakota .0% 70.4% - 1.195 0.842 0.842 0.145

Ohio 4.8% 58.1% - 657.035 382.000 382.000 317.896

Oklahoma .3% 70.5% - 22.692 16.000 16.000 1.131

Oregon .5% 61.5% - 28.235 17.353 17.353 5.076

Pennsylvania .1% 53.4% - 546.329 291.685 291.685 199.221

Rhode Island 1.0% 53.2% 29.2% 55.986 29.768 21.066 15.711

South Carolina 1.6% 70.2% - 438.857 308.210 308.210 197.328

South Dakota .6% 67.7% - 1.074 0.728 0.728 0.220

Tennessee .1% 0.0% - 0.000 0.000 0.000 0.000

Texas 4.9% 62.3% 41.7% 1,438.763 896.062 522.566 385.054

Utah .6% 72.6% - 3.847 2.792 2.792 0.882

Vermont .6% 62.2% - 29.072 18.000 18.000 12.403

Virginia 1.8% 51.5% - 160.678 70.000 70.000 10.457

Washington 2.3% 52.2% - 330.274 172.238 172.238 96.282

West Virginia 1.8% 73.7% - 82.223 60.573 60.573 38.707

Wisconsin .8% 58.8% - 11.043 6.498 6.498 5.134

Wyoming .0% 63.0% - 0.106 0.067 0.067 0.067

Table 4.2 Medicaid DSH Payment to Facilities Under Different Scenerios, FY1998 ($ millions)
Net Medicaid Payments Received by Facilities: Four Scenarios

State
% of Total 
Medicaid 

Days

Federal 
Matching 

Percentage

97 Residual 
Funds %
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A B C D E F G

State N Hosp Acute DSH $ IMD DSH $
IMD as % of Total 

DSH
Missing Total

All 2501 11,103.1 3,371.0 23.3% 555.8 15,029.9

Alabama 4 389.3 4.5 1.1% 393.7

Alaska 1 13.8 100.0% 13.8

Arizona 30 122.3 .0% 122.3

Arkansas 13 1.2 0.5 28.2% 1.7

California 121 2,446.3 0.3 .0% 1.6 2,448.2

Colorado 54 171.5 0.1 .1% 3.2 174.8

Connecticut 48 265.6 104.2 28.2% 0.4 370.1

Delaware 2 7.1 100.0% 7.1

DC 10 27.8 2.8 9.3% 2.2 32.9

Florida 82 217.9 152.6 41.2% 0.3 370.8

Georgia 1 - 413.3 413.3

Hawaii 0 - 0.0

Idaho 19 1.4 .0% 1.4

Illinois 63 151.7 83.5 35.5% 235.2

Indiana 10 24.8 98.4 79.9% 123.2

Iowa 18 19.8 .0% 19.8

Kansas 28 3.2 40.2 92.6% 43.4

Kentucky 115 151.4 38.8 20.4% 4.6 194.7

Louisiana 77 650.7 82.5 11.3% 1.1 734.3

Maine 42 71.4 53.1 42.6% 124.5

Maryland 19 27.1 116.2 81.1% 143.3

Massachusetts 85 444.8 103.7 18.9% 548.5

Michigan 172 106.7 212.5 66.6% 0.7 320.0

Minnesota 0 51.7 4.6 8.1% 56.3

Mississippi 52 182.2 0.4 .2% 0.0 182.6

Missouri 147 451.4 208.1 31.6% 6.6 666.1

Montana 6 0.2 .0% 0.2

Nebraska 15 4.5 1.4 24.3% 5.9

Nevada 11 73.6 .0% 73.6

New Hampshire 29 103.4 25.0 19.5% 128.4

New Jersey 81 755.6 303.0 28.6% 1,058.6

New Mexico 21 6.8 0.1 .9% 6.9

New York 285 1,138.8 671.2 37.1% 58.3 1,868.3

North Carolina 92 188.1 148.2 44.1% 2.5 338.8

North Dakota 6 0.2 1.0 82.7% 1.2

Ohio 192 563.6 93.4 14.2% 657.0

Oklahoma 16 19.5 3.2 14.2% 22.7

Oregon 19 8.3 20.0 70.7% 28.2

Pennsylvania 1 216.1 330.3 60.4% 546.3

Puerto Rico 0 - 0.0

Rhode Island 13 55.9 0.0 .1% 56.0

South Carolina 45 390.1 37.6 8.8% 11.2 438.9

South Dakota 16 0.3 0.8 69.8% 1.1

Tennessee 2 - 0.0

Texas 167 1,124.9 264.4 19.0% 49.5 1,438.8

Utah 27 3.1 0.8 20.1% 3.8

Vermont 15 20.0 9.0 31.1% 29.1

Virginia 40 152.5 8.2 5.1% 160.7

Washington 104 225.4 104.7 31.7% 0.2 330.3

West Virginia 60 63.8 18.4 22.4% 82.2

Wisconsin 19 8.3 2.8 25.1% 11.0

Wyoming 6 0.1 .0% 0.1

Table 4.3. Actual Medicaid DSH
Distribution to Community Hospitals and Institutions for Mental Disease 
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Medicaid DSH Distribution to Acute Care Facilities and IMDs by State. Table 4.3 shows the 
split of Medicaid DSH payments between acute care facilities and IMDs. The use of Medicaid 
DSH funds to support mental health care facilities is viewed as troubling by federal policymakers 
since Medicaid does not cover services in IMDs for the under age 65 population. IMDs received 
23% of the total FY 1998 Medicaid DSH funds (Column E) compared to 1997, when it was 
equal to 21% (Coughlin, Ku and Kim, 2000). The number of states where payments to IMDs 
exceed 50% of the total Medicaid DSH funds also increased. In 1997, there were six such states 
(Florida, Illinois, Kansas, Maryland, Oregon, and South Dakota). In 1998, there were ten such 
states (Alaska, Delaware, Indiana, Kansas, Maryland, Michigan, North Dakota, Oregon, 
Pennsylvania, and South Dakota)27.   

 
JOINT DISTRIBUTION OF MEDICARE AND MEDICAID DSH PAYMENTS 
 
Summary of Distribution of Total DSH Payments   

 
 

 
Table 4.4. 

Summary of Distribution of Total FY1998 DSH Payments * 
 
 
 
Category 

 
 

No. of 
Hospitals 

Actual 
Medicare 

DSH 
Payments 

($mill) 

Medicaid 
DSH 

Payments 
 

($ mill) 

 
Total  DSH 
Payments 

 
($ mill) 

Total Number of Hospitals1 8,868    
Hospitals Included in the 
Analysis File2 

6,837    

Hospitals with estimated DSH payments 
Specific Identified Hospitals 5,534 4,825 13,120 17,946 

% of Total  100.0% 87.3% 90.4% 
Specific Unidentified Hospitals3 104 0 278 278 

% of Total  0.0% 1.8% 1.4% 
Unidentified DSH Distribution4 ? 0 1,632 1,632 

% of Total  0.0% 10.9% 8.2% 
Total DSH Payments  4,825 15,029 19,855 

 
Table 4.4 summarizes the overall results of combining the Medicare hospital-specific 

estimates with the hospital-specific distribution of FY1998 Medicaid funds reported by the 
States. The combined file has 5,638 hospitals with identified DSH payments (Column B). We 
estimate total DSH payments for FY1998 in the amount of $19.855 billion, with the Medicare 
share of $4.825 billion and Medicaid share of $15.03 billion.  

Of total DSH payments, 9.6 % are attributable to unidentified Medicaid DSH payments. 
Because we do not know most characteristics of the hospitals receiving unidentified payments, 

                                                 
27 Michigan and Pennsylvania did not take part in the survey conducted by Coughlin, Ku and Kim (2000), so we do 
not have data on their share of IMD payments in 1997.  
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we exclude them from the analysis in summaries of payments by classes of hospitals. However, 
one characteristic that we do know about these payments is their regional distribution (Table 4.5) 
Compared to the regional distribution of total Medicaid DSH payments, the unidentified funds 
are more concentrated in the Middle Atlantic (41.9% vs. 22.6%), South Atlantic (22.7% vs. 
12.9%) and East South Central (18.4% vs. 3.5%) regions and rarely occur in the Pacific (0.1% 
vs. 18.4%) and West South Central regions. This distribution of unidentified Medicaid DSH 
payments has implications for our analysis of DSH payments by hospital classes. To the extent 
there are there are systematic differences in the types of hospitals across regions, the distribution 
of total DSH payments by hospital classes in Tables 4.6 and 4.7 will be affected.  

 
Distribution of Specific DSH Payments by Classes of Hospitals 
 

Table 4.6 describes the distribution of Medicare, Medicaid, and total FY1998 DSH 
payments. In column C, we report Total Adjusted Patient Days from the AHA survey. It is 
defined as: Total Inpatient Days + (Total Inpatient Days * (Gross Outpatient Revenue/Gross 
Inpatient Revenue)). By converting outpatient days into equivalent inpatient days, we obtain a 
measure of the total capacity of the hospital. The measure is for all patients: Medicare, Medicaid, 
and other. With the shift of services to outpatient departments, we believe that it is preferable to 
a measure of inpatient services only.   
Major observations from the summary of the distribution of total actual FY1998 DSH funds 
include the following:  

• Urban/Rural Status. Both Medicare and Medicaid DSH payments are concentrated 
predominantly in urban areas. Although rural areas have 22% of total adjusted patient 
days, they received only 6% of total DSH funds (3% of the Medicare DSH payments and 
7% of the Medicaid DSH payments). Among urban areas, a higher share of total DSH 
payments go to hospitals located in large urban areas (54% of total DSH funds vs. 45% of 
total adjusted patient days). The differences are greater for Medicare payments than 
Medicaid. Large urban areas receive 65% of Medicare DSH payments and 51% of 
Medicaid DSH payments.  

• Bed Size. Among urban hospitals, hospitals with 500 or more beds receive 46% of DSH 
payments, while they provide only 32% of adjusted patient days. Small rural hospitals 
(less than 100 beds) receive 33% of total rural DSH. Medicare DSH payments tend to be 
more highly concentrated in large hospitals than Medicaid DSH payments. 

• Hospital Type. Acute care (general) hospitals receive the biggest share of total DSH 
payments (81%), because DSH program is mainly targeted to these hospitals. However, 
DSH share of psychiatric hospitals (16%) is disproportionately larger than their share of 
patient days (4%). Payments to psychiatric hospitals and other institutions for mental 
disease comprise 22% of Medicaid DSH funds.  

• Ownership. Not-for-profit providers receive the largest share of total DSH payments 
(38%), but this share is considerably less than their share of the total patient days (67%). 
In contrast, state and local hospitals together receive 48% of the DSH funds, while 
providing only16% of the total adjusted patient days. The differences are caused by the 
Medicaid payments. Medicare payments by type of ownership approximate total adjusted 
patient days. 
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• 

                Total 15,029,890,243 % of Total 13,120,066,190
% of 

Indentified 1,909,824,053 % of Unidentified
% of Total 
Payments

% of DSH Payments 100.00% 87.3% 12.7%

 New England 1,256,584,584 8.2% 1,256,230,499 9.3% 354,085 0.0% 0.0%

 Middle Atlantic 3,473,193,179 22.6% 2672532547 19.9% 800,660,632 41.9% 23.1%

 East North Central 1,346,440,469 8.8% 1,155,299,813 8.6% 191,140,656 10.0% 14.2%

 West North Central 793,734,402 5.2% 726,202,699 5.4% 67,531,703 3.5% 8.5%

 South Atlantic 1,987,852,321 12.9% 1,553,622,451 11.6% 434,229,870 22.7% 21.8%

 East South Central 770,982,421 5.0% 419,721,477 3.1% 351,260,944 18.4% 45.6%

 West South Central 2,525,718,562 16.4% 2,146,533,330 18.4% 50,916,611 2.7% 2.0%

 Mountain 383,207,958 2.5% 371,279,498 2.8% 11,928,461 0.6% 3.1%

  Pacific 2,820,444,968 18.4% 2,818,643,876 21.0% 1,801,092 0.1% 0.1%

1 Number of facilities in each state classified as "Hospital" in the Provider of Service (POS) file.
2 Hospitals included:

          a) all hospitals for which either Medicare or Medicaid payments could be identified

          b) of those that remained, all hospitals with provider numbers in the range 0000-0879.

          c) hospitals with unidentified provider numbers, which receive Medicaid payments; 

               part of these may repeat those already included in (a) or (b).
3 Specific hospitals with unidentified provider numbers.
4 Aggregate state-level payments with unknown distribution among specific hospitals.
5 Only Medicaid payments have unidentified component.

Total Payments Indentified Payments Unidentified Payments

Table 4.5. Medicaid DSH Payments  by Region
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A B C D E F G H I J

Category N  Hosp
Adjusted 

Patient Days     
(millions)

% Medicare    %
Medicaid 
(received) 

% Total DSH   %

Specific Hospitals 5638 305.6 100.0% 4,825 13,398 18,223

By Geographic Area
        Urban 3277 238.3 78.0% 4,674 96.9% 12,206 91.1% 16,880 92.6%
           Large urban 1689 136.0 44.5% 3,113 64.5% 6,801 50.8% 9,915 54.4%
           Other urban 1247 86.3 28.2% 1,561 32.4% 2,403 17.9% 3,965 21.8%
           Urban, type missing 341 16.0 5.2% 0 0.0% 3,001 22.4% 3,001 16.5%
        Rural 2248 67.1 22.0% 151 3.1% 881 6.6% 1,032 5.7%
           Missing 113 0.2 0.1% 0 0.0% 311 2.3% 311 1.7%
        Urban By Region 3277 238.3 100.0% 4,674 100.0% 12,206 100.0% 16,880 100.0%
           East North Central 548 39.6 16.6% 498 10.7% 1,067 8.7% 1,565 9.3%
           East South Central 192 12.9 5.4% 325 7.0% 273 2.2% 598 3.5%
           Middle Atlantic 484 48.2 20.2% 949 20.3% 2,546 20.9% 3,496 20.7%
           Mountain 150 9.1 3.8% 127 2.7% 355 2.9% 482 2.9%
           New England 189 13.0 5.4% 130 2.8% 1,156 9.5% 1,286 7.6%
           Pacific 498 29.2 12.3% 963 20.6% 2,756 22.6% 3,719 22.0%
           South Atlantic 519 43.6 18.3% 928 19.8% 1,423 11.7% 2,351 13.9%
           West North Central 235 15.9 6.7% 158 3.4% 664 5.4% 822 4.9%
           West South Central 414 24.1 10.1% 584 12.5% 1,965 16.1% 2,550 15.1%
           Puerto Rico 48 2.5 1.1% 12 0.3% 0 0.0% 12 0.1%
               Missing 0 0.0 0.0% 0 0.0% 0 0.0% 0 0.0%
        Urban By Bedsize 3277 238.3 100.0% 4,674 100.0% 12,206 100.0% 16,880 100.0%
           0-49 beds 345 6.6 2.8% 22 0.5% 146 1.2% 168 1.0%
           50-99 beds 455 10.3 4.3% 33 0.7% 303 2.5% 336 2.0%
           100-199 beds 811 32.7 13.7% 535 11.4% 1,243 10.2% 1,778 10.5%
           200-299 beds 579 40.5 17.0% 628 13.4% 1,718 14.1% 2,345 13.9%
           300-499 beds 684 71.7 30.1% 1,452 31.1% 3,053 25.0% 4,505 26.7%
           500 or more beds 403 76.6 32.1% 2,004 42.9% 5,744 47.1% 7,747 45.9%
               Missing 0 0.0 0.0% 0 0.0% 0 0.0% 0 0.0%
        Rural By Bedsize 2248 67.1 100.0% 151 100.0% 881 100.0% 1,032 100.0%
           0-49 beds 1088 19.9 29.6% 8 5.4% 122 13.9% 131 12.6%
           50-99 beds 632 16.9 25.2% 17 11.2% 187 21.2% 204 19.8%
           100-149 beds 248 10.3 15.4% 24 15.8% 138 15.7% 162 15.7%
           150-199 beds 126 7.2 10.8% 32 21.1% 73 8.3% 105 10.2%
           200 or more beds 154 12.7 19.0% 70 46.5% 360 40.9% 431 41.7%
               Missing 0 0.0 0.0% 0 0.0% 0 0.0% 0 0.0%
Type of Hospital 5638 305.6 100.0% 4,825 100.0% 13,398 100.0% 18,223 100.0%
           General 5203 287.1 94.0% 4,773 98.9% 9,890 73.8% 14,663 80.5%
           Children's 54 3.2 1.0% 16 0.3% 320 2.4% 336 1.8%
           Psychiatric 259 13.0 4.3% 36 0.7% 2,956 22.1% 2,992 16.4%
           Rehabilitation 26 0.5 0.2% 0 0.0% 7 0.1% 7 0.0%
           Other 28 1.8 0.6% 0 0.0% 86 0.6% 86 0.5%
           Missing 68 0.0 0.0% 0 0.0% 139 1.0% 139 0.8%
Type of Ownership 5638 305.6 100.0% 4,825 100.0% 13,398 100.0% 18,223 100.0%
           Federal 46 0.5 0.1% 2 0.0% 32 0.2% 34 0.2%
           State 229 19.7 6.5% 270 5.6% 4,372 32.6% 4,643 25.5%
           County or local 696 29.9 9.8% 441 9.1% 3,598 26.9% 4,038 22.2%
           Gov. - h. dist. of auth. 638 23.3 7.6% 325 6.7% 997 7.4% 1,322 7.3%
           Not-for-profit 3129 205.5 67.2% 3,199 66.3% 3,736 27.9% 6,935 38.1%
           For-profit 796 26.7 8.7% 588 12.2% 385 2.9% 973 5.3%
           Missing 104 0.0 0.0% 0 0.0% 278 2.1% 278 1.5%

Table 4.6. Actual Hospital-Specific DSH Payments by Category, FY 1998 ($ millions)
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A B C D E F G H I J

Category # of H.
Adjusted 

Patient Days     
(millions)

% Medicare  % Medicaid  % Total DSH    %

Medicare Case Mix Index 5638 305.6 100.0% 4,825 100.0% 13,398 100.0% 18,223 100.0%
          1st quartile 1288 26.5 8.7% 39 0.8% 312 2.3% 351 1.9%
          2nd quartile 1289 43.9 14.4% 356 7.4% 1,141 8.5% 1,497 8.2%
          3rd quartile 1288 76.5 25.0% 1,065 22.1% 2,381 17.8% 3,446 18.9%
          4th quartile 1283 141.1 46.2% 3,366 69.7% 5,960 44.5% 9,325 51.2%
          Missing 490 17.6 5.8% 0 0.0% 3,605 26.9% 3,605 19.8%

Medicare SSI Days and Medicaid Days as 
Percent of Total Inpatient Days 5638 305.6 100.0% 4,825 100.0% 13,398 100.0% 18,223 100.0%
          <.10 1510 73.3 24.0% 33 0.7% 460 3.4% 493 2.7%
          = >.10 and <.20 1715 101.0 33.1% 867 18.0% 1,241 9.3% 2,108 11.6%
          = >.20 and < .30 947 59.4 19.4% 1,462 30.3% 1,693 12.6% 3,156 17.3%
          =>.30 and <.40 474 29.5 9.7% 1,173 24.3% 2,428 18.1% 3,601 19.8%
          =>.40 and <.50 211 12.8 4.2% 634 13.1% 1,732 12.9% 2,366 13.0%
          =>.50 and <.60 96 5.8 1.9% 304 6.3% 1,054 7.9% 1,358 7.5%
          =>.60 and <.70 55 3.9 1.3% 226 4.7% 1,068 8.0% 1,294 7.1%
          =>.70 and <.80 21 1.3 0.4% 83 1.7% 121 0.9% 204 1.1%
          =>.80 9 0.3 0.1% 8 0.2% 11 0.1% 18 0.1%
          Missing 600 18.2 6.0% 36 0.7% 3,589 26.8% 3,625 19.9%
Medicare Inpatient Days As Percent of 
Total Inpatient Days 5638 305.6 100.0% 4,825 100.0% 13,398 100.0% 18,223 100.0%
          0-24 275 18.2 6.0% 472 9.8% 4,673 34.9% 5,145 28.2%
          25-49 1314 98.3 32.2% 2,661 55.2% 2,589 19.3% 5,250 28.8%
          50-64 2029 119.7 39.2% 1,407 29.2% 1,635 12.2% 3,042 16.7%
          65-79 1247 44.1 14.4% 151 3.1% 356 2.7% 507 2.8%
          80 and over 166 3.7 1.2% 5 0.1% 24 0.2% 28 0.2%
          Missing 607 21.5 7.0% 129 2.7% 4,121 30.8% 4,250 23.3%
Medicare SSI Days As Percent of Total 
Medicare Days 5638 305.6 100.0% 4,825 100.0% 13,398 100.0% 18,223 100.0%
          <.10 3153 183.5 60.1% 1,333 27.6% 2,177 16.2% 3,509 19.3%
          = >.10 and <.20 1216 73.9 24.2% 2,236 46.3% 2,829 21.1% 5,065 27.8%
          = >.20 and < .30 436 21.6 7.1% 758 15.7% 3,379 25.2% 4,137 22.7%
          =>.30 and <.40 162 6.2 2.0% 292 6.1% 1,354 10.1% 1,647 9.0%
          =>.40 and <.50 45 1.3 0.4% 88 1.8% 45 0.3% 132 0.7%
          =>.50 and <.60 17 0.4 0.1% 39 0.8% 11 0.1% 50 0.3%
          =>.60 and <.70 9 0.4 0.1% 44 0.9% 14 0.1% 57 0.3%
          =>.70 0 0.0 0.0% 0 0.0% 0 0.0% 0 0.0%
          Missing 600 18.2 6.0% 36 0.7% 3,589 26.8% 3,625 19.9%
Medicaid Inpatient Days As a Percent of 
Total Non-Medicare Days 5638 305.6 100.0% 4,825 100.0% 13,398 100.0% 18,223 100.0%
          <.10 858 39.4 12.9% 27 0.6% 151 1.1% 178 1.0%
          = >.10 and <.20 972 54.0 17.7% 173 3.6% 519 3.9% 692 3.8%
          = >.20 and < .30 1073 70.0 22.9% 861 17.9% 1,435 10.7% 2,296 12.6%
          =>.30 and <.40 867 54.1 17.7% 1,187 24.6% 1,937 14.5% 3,125 17.1%
          =>.40 and <.50 518 29.2 9.6% 892 18.5% 1,879 14.0% 2,771 15.2%
          =>.50 and <.60 317 20.3 6.7% 746 15.5% 1,682 12.6% 2,428 13.3%
          =>.60 and <.70 150 7.0 2.3% 315 6.5% 1,086 8.1% 1,401 7.7%
          =>.70 and <.80 86 5.9 1.9% 303 6.3% 411 3.1% 715 3.9%
          =>.80 86 3.3 1.1% 160 3.3% 162 1.2% 321 1.8%
          Missing 711 22.3 7.3% 162 3.4% 4,135 30.9% 4,297 23.6%
Medicaid Inpatient Days As Percent of 
Total Inpatient Days 5638 305.6 100.0% 4,825 100.0% 13,398 100.0% 18,223 100.0%
          1st state quartile 1223 57.2 18.7% 85 1.8% 307 2.3% 392 2.2%
          2nd state quartile 1274 65.7 21.5% 485 10.1% 545 4.1% 1,031 5.7%
          3rd state quartile 1257 74.2 24.3% 1,206 25.0% 1,519 11.3% 2,725 15.0%
          4th state quartile 1283 90.2 29.5% 3,014 62.5% 7,412 55.3% 10,425 57.2%
          1 s.d. Above State Average 1120 67.6 22.1% 1,892 39.2% 6,149 45.9% 8,041 44.1%
          Missing 601 18.3 6.0% 36 0.7% 3,614 27.0% 3,650 20.0%
Teaching Status 5638 305.6 100.0% 4,825 100.0% 13,398 100.0% 18,223 100.0%
          Non- teaching 3994 157.8 51.6% 1,592 33.0% 1,650 12.3% 3,242 17.8%
          Fewer than 10 residents 369 26.6 8.7% 454 9.4% 337 2.5% 791 4.3%
          Residents >10 and <100 509 56.1 18.4% 1,121 23.2% 2,256 16.8% 3,377 18.5%
          Residents => 100 and < 250 149 25.3 8.3% 900 18.7% 2,484 18.5% 3,385 18.6%
          Residents => 250 88 22.0 7.2% 742 15.4% 3,090 23.1% 3,832 21.0%
          Missing 529 17.7 5.8% 17 0.4% 3,580 26.7% 3,598 19.7%

Table 4.6 (continued)  Actual Hospital-Specific DSH Payments by Category, FY 1998 ($ millions)
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• Case-mix index. We are missing the Medicare case mix index for 490 facilities that 
received Medicaid DSH funding (unidentified specific hospitals and IMDs). As is the 
case with Medicare payments, the remaining payments to identified hospitals are skewed 
towards hospitals with a higher case mix index.   

• Low-income Patients.  We are missing information needed to categorize about 600 
facilities receiving Medicaid DSH payments. When we examine only the distribution of 
the remaining funds to identifiable hospitals, we find the following: 
• A significant portion of the remaining Medicaid DSH funds (3.4%) are paid to 

hospitals in which less than 10 percent of the inpatient days are attributable to 
Medicare beneficiaries entitled to SSI or non-Medicare patients entitled to Medicaid. 
Most of these are psychiatric facilities.  

• Compared to Medicare DSH funds, a greater proportion of Medicaid DSH funds are 
directed towards the hospitals in which 40 percent or more of inpatient days are 
attributable to Medicare beneficiaries entitled to SSI or non-Medicare patients entitled 
to Medicaid. There are 392 hospitals in this category that receive about 36 % of 
identifiable DSH funds from Medicare and Medicaid.  

• Facilities with the very highest proportion of non-Medicare patients who are entitled 
to Medicaid (.70 and above) receive a higher proportion of Medicare funds than 
Medicaid funds. The facilities with a non-Medicare/Medicaid ratio of .40-.70 receive 
a higher proportion of Medicaid DSH funds relative to Medicare DSH.  

• More than one-third of the total DSH funds to identifiable hospitals flow to facilities 
with less than 25 percent Medicare utilization. This is because about half of Medicaid 
funding is concentrated in these facilities. 

•  Not surprisingly, Medicaid DSH funds are more concentrated than Medicare funds in 
those hospitals that have the highest Medicaid utilization as a proportion of total 
patient days. Hospitals that are in the upper quartile of Medicaid utilization for their 
state receive about 75 % of Medicaid DSH funds compared to 63% of Medicare DSH 
funds. When the two funding sources are combined, about 72 % of identifiable DSH 
funds flow to hospitals in the upper quartile of Medicaid utilization for the state in 
which they are located. About 55 % of total DSH funds flow to hospitals with 
Medicaid utilization that is at least one standard deviation above the mean Medicaid 
utilization rate for the state.  

• Teaching Status. We are missing information on 530 identifiable facilities that receive 
Medicaid DSH funding. When we examine the distribution of the remaining funds to 
identifiable hospitals, we find that Medicaid DSH funding is considerably more 
concentrated than Medicare DSH payments in major teaching facilities. When considered 
together, hospitals with 100 or more residents account for about 16 % of adjusted 
inpatient days but receive nearly half of total DSH funds.   

 
 

Distribution of Total DSH Payments by State 
 

Table 4.7 shows the joint distribution of Medicare and Medicaid payments. The five 
states receiving together almost half of the total amount of DSH funds (48.7%) are California 
(16.7%), New York (12.7%), Texas (9.3%), New Jersey (5.7%), and Louisiana (4.3%). At the 
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same time, these states have only 28% of the total adjusted patient days (7.9, 9.7, 5.8, 2.7, and 
1.9 %, respectively).  

 
Baseline for Analyses of Alternative Allocation Policies 
 

In our simulations of alternative DSH policies in Chapter 7, we use a combined estimate 
of Medicare and Medicaid DSH payments: 
• The Medicare estimate is based on the amount of Medicare DSH payments that hospitals 

would have received in FY1998 if the BBRA and BIPA changes in the eligibility and 
payment formula had been in effect. The temporary across-the board reductions are not 
reflected in the baseline.  

• The Medicaid estimate is based on the federal share of Medicaid DSH payments. 
The results of combining the current law Medicare payments with the federal share of 

Medicaid payments for all the hospitals in our database are in Appendix B. (The actual baseline 
for a given simulation is determined by the hospitals that are included in that simulation). 
Limiting the Medicaid DSH payments to the federal share increases the Medicare share of total 
DSH funds to identifiable hospitals from 26 % in the preceding tables to 38 % (Table B.2).  As a 
result, Medicare payment distributions have greater influence on the distribution of the combined 
new DSH funds. In addition, the Medicaid distribution is affected by the FMAP percentages. The 
proportion of DSH funds received by hospitals in states with a high FMAP increases relative to 
those with a low FMAP (Table B.3).  
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State
No. of 

Hospitals

Adjusted 
Patient 

Days 
(millions)

% of Total 
Adjusted 
Patient 
Days

Medicare 
DSH 

Payments

% of Total 
Medicare 

DSH 
Payments

Medicaid DSH 
Payments 

received by 
specific 
facilities

% of 
Medicaid 

DSH 
Payments to 

Specific 
Facilities

Medicaid DSH 
Payments to 
Unidentified 

Facilities

% of Total 
Payment to 
Unidentified 

Facilities

Total 
Medicare 

and 
Medicaid 

DSH 
Payments

Total 5638 305.6 100.0% 4,825 100.0% 13,398 100.0% 1,632.0 100.0% 19,855

Alabama 114 5.6 1.8% 96 2.0% 47 .4% 346.7 21.2% 490

Alaska 23 0.7 .2% 4 .1% 14 .1% .0 .0% 18

Arizona 74 3.4 1.1% 46 1.0% 122 .9% .0 .0% 169

Arkansas 84 3.4 1.1% 25 .5% 2 .0% .0 .0% 26

California 443 24.2 7.9% 866 18.0% 2,448 18.3% .0 .0% 3,314

Colorado 78 2.8 .9% 24 .5% 175 1.3% .1 .0% 199

Connecticut 50 3.2 1.0% 33 .7% 370 2.8% .0 .0% 403

Delaware 7 0.9 .3% 7 .1% 7 .1% .0 .0% 14

DC 14 1.5 .5% 39 .8% 34 .3% .0 .0% 73

Florida 212 15.5 5.1% 322 6.7% 371 2.8% .0 .0% 693

Georgia 164 9.4 3.1% 142 2.9% 0 .0% 413.3 25.3% 555

Hawaii 22 1.1 .4% 20 .4% 0 .0% .0 .0% 20

Idaho 44 1.2 .4% 8 .2% 1 .0% .0 .0% 9

Illinois 214 13.2 4.3% 189 3.9% 152 1.1% 80.5 4.9% 421

Indiana 121 7.2 2.3% 49 1.0% 116 .9% 6.8 .4% 172

Iowa 118 4.6 1.5% 13 .3% 20 .1% .0 .0% 33

Kansas 126 3.7 1.2% 18 .4% 42 .3% .0 .0% 60

Kentucky 120 5.4 1.8% 71 1.5% 195 1.5% .0 .0% 266

Louisiana 149 5.7 1.9% 119 2.5% 734 5.5% .0 .0% 853

Maine 43 1.5 .5% 15 .3% 124 .9% .0 .0% 139

Maryland 62 5.0 1.6% 53 1.1% 143 1.1% .0 .0% 197

Massachusetts 95 6.8 2.2% 70 1.5% 549 4.1% .0 .0% 619

Michigan 188 10.6 3.5% 129 2.7% 320 2.4% .0 .0% 449

Minnesota 142 6.8 2.2% 43 .9% 0 .0% 56.3 3.4% 99

Mississippi 105 4.5 1.5% 77 1.6% 179 1.3% .0 .0% 256

Missouri 154 7.8 2.6% 66 1.4% 673 5.0% .0 .0% 740

Montana 49 1.8 .6% 3 .1% 0 .0% .0 .0% 3

Nebraska 94 2.8 .9% 15 .3% 6 .0% .0 .0% 21

Nevada 27 1.2 .4% 20 .4% 74 .5% .0 .0% 94

New Hampshire 29 1.3 .4% 0 .0% 128 1.0% .0 .0% 129

New Jersey 97 8.1 2.7% 107 2.2% 841 6.3% 181.9 11.1% 1,130

New Mexico 50 1.4 .5% 18 .4% 7 .1% .0 .0% 25

New York 296 29.8 9.7% 659 13.7% 1,867 13.9% .0 .0% 2,527

North Carolina 140 9.8 3.2% 210 4.4% 375 2.8% .0 .0% 585

North Dakota 50 1.7 .6% 3 .1% 1 .0% .0 .0% 4

Ohio 207 12.3 4.0% 102 2.1% 657 4.9% .0 .0% 759

Oklahoma 132 3.7 1.2% 40 .8% 23 .2% .0 .0% 62

Oregon 66 2.5 .8% 19 .4% 29 .2% .0 .0% 49

Pennsylvania 211 15.4 5.0% 187 3.9% 0 .0% 546.3 33.5% 734

Puerto Rico 53 2.7 .9% 12 .2% 0 .0% .0 .0% 12

Rhode Island 13 1.3 .4% 10 .2% 56 .4% .0 .0% 66

South Carolina 68 4.5 1.5% 101 2.1% 439 3.3% .0 .0% 539

South Dakota 54 1.5 .5% 3 .1% 1 .0% .0 .0% 4

Tennessee 127 6.6 2.2% 142 2.9% 0 .0% .0 .0% 142

Texas 413 17.6 5.8% 416 8.6% 1,439 10.7% .0 .0% 1,854

Utah 44 1.6 .5% 12 .2% 4 .0% .0 .0% 15

Vermont 15 0.8 .3% 2 .0% 29 .2% .0 .0% 31

Virginia 107 7.5 2.4% 82 1.7% 160 1.2% .0 .0% 242

Washington 109 4.2 1.4% 57 1.2% 329 2.5% .0 .0% 386

West Virginia 62 3.2 1.0% 32 .7% 82 .6% .0 .0% 114

Wisconsin 134 6.1 2.0% 30 .6% 11 .1% .0 .0% 42

Wyoming 25 0.7 .2% 0 .0% 0 .0% .0 .0% 0

Table 4.7  Actual DSH Payments by State, FY 1998 ( $ millions)
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5. EVALUATING CURRENT DISTRIBUTION OF DSH USING GENERAL MEASURES 
OF FINANCIAL PRESSURE AND VULNERABILITY 

 
 

In this chapter, we discuss general measures of financial viability that could be used to 
evaluate how well the DSH allocation policy targets financially vulnerable safety net hospitals. 
The measures that we evaluated are: 

• FY 1998 total margin net of DSH payments; 
• Three-year average total margin net of DSH payments (FY1997-1999); 
• A three-year composite index of four financial indicators: total margin net of DSH 

payments, current ratio, cash flow to current debt, and asset turnover.  
Measures related to the direct effect of serving low-income populations on a hospital’s financial 
condition are addressed separately in Chapter 8.  These measures include uncompensated care 
and revenue shortfalls from Medicaid and indigent care programs.  
 
GENERAL MEASURES OF FINANCIAL VULNERABILITY  
 

A hospital's total revenue margin is the most commonly used measure of financial 
viability. This measure equals the difference between total net revenues and total expenses as a 
percentage of total net revenues and is the most direct indicator of whether the hospital is able to 
cover its overall expenses with its overall revenues. Since a critical question for targeting DSH 
payments is whether the hospital would be financially viable in the absence of those payments, 
the hospital’s total margins net of DSH payments is a better measure of financial viability for 
purposes of identifying financially vulnerable safety net hospitals. Comparing total margin net of 
DSH to total margin including DSH subsidies under alternative DSH allocation methodologies 
provides an indication of how the hospital’s financial viability would be affected assuming no 
behavioral changes occur in the services it provides or in the revenues it receives from Medicaid 
and other payers.  One of the issues in interpreting the measure is the extent to which Medicaid 
DSH funds represent “new money” to the hospitals.  

The literature suggests that margins alone- and a single year margin in particular- should 
not be used to assess hospital financial viability. Drawing on the studies discussed in Chapter 2, 
(AHA 1998; Bazzoli 1995; Prince 1998; Zeller 1997), we constructed a composite index that 
takes into account four financial indicators:  

• Total margin net of Medicare DSH and the federal share of Medicaid DSH payments.  
This measure is defined as (net income – DSH)/net revenues. 

• Current ratio. This measure (total assets/total liability) is a widely-used measure of 
liquidity. 

• Cash flow to total debt. Cash flow is defined as net income plus depreciation. Cash flow 
as a percentage of total liabilities is used as a measure of capital structure to predict future 
financial problems (CHIPS 2000).  

• Fixed asset turnover. This commonly used measure of operating efficiency is defined as 
the ratio of net patient revenues to fixed assets.   
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DATA. 
 

We calculated indicators of financial pressure for FY1997-FY1999 using the Medicare 
HCRIS public use files for PPS 13-16 as of June 30, 2001. The HCRIS cost report information is 
based on the hospital’s fiscal year. For example, the PPS-13 files have cost report data for 
hospital cost reporting periods beginning on or after October 1, 1996 and before October 1, 1997 
(i.e., cost reporting periods beginning in FY 1997). Table 1 summarizes the status of the cost 
reports we use in our analysis.  
 
 
 

Table 5.1 
Status of Cost Reports in HCRIS as of 6/30/01 

 
 N  Reports 

In  HCRIS 
% 
Complete 

% 
As Submitted 

% 
Settled 

% 
Reopened 

FY1997 6,087 95 16 69 16 
FY1998 5,995 93 63 33 4 
FY1999 5,210 81 96 4 0 
 
METHODS 

Since our information for Medicare and Medicaid expenditures is for FY1998, we 
developed the financial indicators on a federal fiscal year basis using the Medicare cost reports 
that overlap at least some portion of the three federal fiscal years we are interested in. In those 
cases where the hospital’s fiscal year does not coincide with the federal fiscal year, we calculated  
the indicators for the federal fiscal year as a weighted average of values in the two cost reporting 
periods with portions occurring in the federal fiscal year. We used the proportion of the federal 
fiscal year occurring in each of the two cost reporting periods as our weights. For example, for a 
hypothetical hospital with cost reporting period starting on July 1 and ending on June 30, the 
FY1997 values would be calculated as ¾ of PPS-13 value (which corresponds to the period from 
October 1, 1996 to June 30, 1997) and ¼ of PPS-14 value (which corresponds to the period from 
July 1 1997 to September 30 1997). All periods were measured in days. 

In about five percent of the cost reports, the reporting period is less than one full year. 
For some of those hospitals, there is a break in continuous coverage. In such cases, we used the 
data that are available and prorated it to a full year. Where no cost reporting information was 
available for a particular provider for either cost reporting period overlapping the federal fiscal 
year, the hospital was considered as missing for that year. 
The analysis file covers all acute care hospitals (and does not include hospitals that are exempt 
from the Medicare prospective payment system). Table 5.2 shows the number of hospitals for 
which data were available and the number remaining after eliminating those with incomplete 
data or outlier values.  
 
 



RAND  9/27/02 45

 
Table 5.2 

Summary of hospitals used in financial indicators analysis 
 
 
Federal fiscal year 

N hospitals with cost 
reporting period 
occurring in FY 

N hospitals after 
controlling for outliers 
and incomplete data 

Percent  
remaining 

FY1997 5,107 4,984 98 
FY1998 5,096 4,940 97 
FY1999 5,098 4,826 95 
 
Total Margins Net of DSH Payments 
 

Our estimates of FY 1998 Medicare DSH payments relied on the PPS Impact file (which 
we used to estimate Medicare DSH payments in Chapter 4). For FY 1997 and FY 1999, we used 
the DSH payment amounts reported on the Medicare cost reports. Our estimate of actual FY 
1998 Medicare DSH payments using the PPS impact files closely matches the reported amounts 
on the cost reports.28  

For the Medicaid component of DSH payments, we assumed that the “new” DSH or net 
gain to the hospital from DSH payments is the Federal share of total DSH payments reported by 
the State as being paid to the hospital. We have the FY 1998 reported amounts. We 
approximated payments for FY1997 and FY1999 based on the FY 1998 data. To do so, we 
applied state-level Medicaid DSH program growth rates in Federal DSH payments 
(FY1997/FY1998 and FY1998/FY1999) to the FY1998 data. 
 
Total Margin Net of DSH 3-Year Index  
 

We ranked all hospitals according to their three-year average total margin net of DSH 
payments. We used only one or two years if data for all years were not available in order to 
retain the maximum number of hospitals in the analysis file. 
 
Composite Index 
 

We constructed a composite index based on four indicators of financial vulnerability: 
total margin net of DSH payments, current ratio, cash flow to total debt, and fixed asset turnover. 
This index is an ordinal measure (shows only the order in a sequence) that ranks all hospitals in 
the sample according to the extent of their financial vulnerability. This rank is not an indicator of 
the absolute magnitude of hospitals’ financial vulnerability.  

We constructed the composite index both for 1998 and for three years overall. For 1998, 
we derived the index by averaging each hospital’s rank according to each of the four indicators 
of financial vulnerability. For example, if a hospital ranks 10 for total margin (lower ranks 
always implying weaker positions), 200 for current ratio, 100 for cash flow to total debt, and 50 
for fixed assets turnover, the composite rank would be (10+200+100+50)/4 = 90. We derived the 
final index (hospital ordering) by ranking these averages in the ascending order. For the overall 
                                                 
28 The correlation coefficient between the two series is equal to 0.95, there is less than 0.5% difference in total DSH 
payments, and the mean and standard deviation values are similar (0.5% and 1% difference, correspondingly). 
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3-year index, one more step is added: a hospital’s rank for each year for the same indicator is 
averaged before the same procedure is applied to the three-year averages. 

Two important assumptions underlie the construction of this composite index. First, we 
assume all four indicators contribute equally to the overall financial health of hospitals (i.e., they 
have the same importance and thus are weighted equally). Second, we assume that each of the 
individual indicators conveys separate information that is not duplicative of the other indicators. 
The validity of these assumptions can be examined based on their substantive meaning for the 
hospitals, but the definitions of each indicator, as well as the statistical properties of the obtained 
series, do not appear to contradict these assumptions.  

Technically, we calculated the composite index in three steps. First, we calculated the 
composite index for those hospitals for which all four indicators of financial pressure were 
available (96.5% of the hospitals that have any indicators calculated). Second, we excluded about 
one percent of the observations for having outlier values. The outlier cut-offs are: 

• Total margin net of DSH payments: absolute value exceeds 70%; 
• Current ratio: absolute value exceeds 12; 
• Cash flow to total debt: absolute value exceeds 4; 
• Fixed asset turnover: absolute value exceeds 18. 

Third, we predicted values for the hospitals that had missing values for one or more of the 
indicators (3.5%) using a regression analysis model that used the available values of indicators 
for these hospitals as independent variables.  

 
RESULTS 
 
 

Table 5.3 
Summary of FY 1998 Financial Indicators 

Measure Definition Unweighted 
Mean 

Discharge 
Weighted 
Mean 

10th 
Percentile  

Median for 
BBB- rated 
hospitals* 

Total 
margin 

(Net income [net patient 
revenue + other revenue – 
total operating expenses- 
other expenses]) 
 / total revenues   

2.1% 4.7% -9.51% 3.7% 

Total 
margin net 
of DSH  

(Net income – DSH)/ 
(total revenues-DSH)  

0.2% 1.9% -12.98% N/A 

Current 
ratio 

total current assets/  total 
current liabilities 

2.43 2.36 .89 1.96 

Cash flow 
to total debt 

(net income + 
depreciation)/( total 
current liabilities + total 
long-term liabilities)  

.274 .294 -0.093 .171 

Fixed asset 
turnover 

Net patient revenues/ total 
fixed assets. 

2.56 2.21 1.13 2.16 

*Source: CHIPS, 2001.
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Table 5.3 summarizes the FY 1998 values for the financial indicators. Included is both a 
simple mean across all facilities and a discharge-weighted mean.  For comparison purposes, we 
include the cut-off value for the 10th percentile of hospitals as well as the median value for 
hospitals with Standard and Poor bond ratings of BBB+/BBB/BBB-. The 10th percentile cut-offs 
are substantially below the median for the BBB rated hospitals. The latter are generally 
comparable to the median values for all hospitals.  
 
Year-to-year stability of the indicators of financial vulnerability 
 

We found that the indicators of financial vulnerability are fairly stable across the three 
fiscal years. We summarize in Table 5.4 the correlation across fiscal years for each of the 
indicators. The current ratio and fixed asset turnover rate are somewhat more stable than the 
margin and cash flow to debt ratio.  
 
 

Table 5.4 
Financial Indicators: Correlation Across Fiscal Years 

 
 FY1997 to FY 1998 FY 1998 to FY 1999 
 Simple 

correlation 
Spearman rank 
correlation 

Simple 
correlation 

Spearman rank 
correlation 

Total margin .62 .70 .70 .74 
Total margin 
net of DSH 

.65 .72 .70 .75 

Current ratio .78 .81 .81 .83 
Cash flow to 
total debt 

.65 .70 .67 .74 

Fixed asset 
turnover rate 

.83 .84 .83 .84 

 
To further explore the cross-year dynamics, we also divided each series of indicators into 

10 equal parts (deciles), following the ranking for that series from hospitals with the weakest 
values to hospitals with the strongest values for the indicator. Thus, the first deciles always 
contain hospitals with the weakest values for the indicator. We then constructed transition 
matrices for each year-to-year pair within the series. These matrices show in detail by deciles 
how the hospitals from the first year become redistributed in the second year. The decile 
redistributions mirror the statistical relationships described above, but provide more precise and 
detailed pictures of these relationships. 

To illustrate, we show in Table 5.5 the matrix comparing hospital deciles for FY 1997 
and FY 1998 for total margin net of DSH payments. Each row represents a decile (498 hospitals) 
of rankings in FY1997 while each column represents a decile (494 hospitals) of rankings in 
FY1998. Only 240 of the 498 hospitals (48%) that ranked in the first decile in FY1997 also 
ranked in the first decile in FY 1998.  The percent of hospitals moving to the second and third 
deciles were 19% and 8 %, respectively. The remainder were either dispersed across the 
remaining deciles (12%) or were not reported in the FY 1998 data (13%). Of the 494 hospitals in 
the first decile in FY 1998, 16 % had been in the second decile in FY1997 and 12% had been in 
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the third. Nine percent were not reported in the FY 1997 data. Thirty-nine percent of the 
hospitals that were reported in both years fell below the 50th percentile in both years (1904 out 
of 4855).  

 
 

Table 5.5 
Comparison of Hospital Year-to Year Placement in Deciles 

Total Margin Net of DSH: 1997 to 1998 
 
1997-1998 transition matrix (hospitals); first decile has the lowest margins           1998                 
 

Decile 1 2 3 4 5 6 7 8 9 10 Disconti
nued 

1 240 95 38 16 10 8 6 7 4 11 63 
2 79 151 116 57 29 19 13 5 8 8 14 
3 58 96 107 93 59 27 12 17 9 10 10 
4 24 38 88 102 119 62 35 9 8 7 7 
5 13 39 51 91 95 91 55 28 21 11 3 
6 4 30 25 61 76 113 97 48 27 10 7 
7 9 13 18 33 56 85 100 113 51 18 3 
8 7 6 19 15 16 49 104 141 98 36 7 
9 8 14 16 16 11 28 44 88 181 89 4 
10 10 4 10 9 19 6 25 36 84 284 11 

 
 
 
 
 
 
1997 

New 42 8 6 1 4 6 3 2 3 10  
 
 
 
1997-1998 transition matrix (percentages), first decile has the lowest margins   1998 
 

Decile 1 2 3 4 5 6 7 8 9 10 Disconti
nued 

1 48% 19% 8%        13% 
2 16% 30% 23% 11% 6% 4%      
3 12% 19% 21% 19% 12% 5%      
4 5% 8% 18% 20% 24% 12% 7%     
5  8% 10% 18% 19% 18% 11% 6% 4%   
6  6% 5% 12% 15% 23% 19% 10% 5%   
7   4% 7% 11% 17% 20% 23% 10% 4%  
8   4%   10% 21% 28% 20% 7%  
9      6% 9% 18% 36% 18%  
10     4%  5% 7% 17% 57%  
New 49% 9% 7%  5% 7% 4%  4% 12%  

 
 
 
 
 
 
 
1997 

Note: Only values greater than 3% are shown;3% discontinued facilities in old total; 2% 
new facilities in new total 
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Consistency across the indicators for the same fiscal year 
 

We report the Spearman rank correlations across the indicators for FY 1998 in Table 5.6. 
Total margin net of DSH is highly correlated with the cash flow to total debt indicator. Both 
measures are driven largely by net revenues. At the same time, the relationship between these 
two measures and the remaining two - current ratio and fixed asset turnover - is much weaker or 
nonexistent. This reflects the fact that balance sheet dynamics, especially the long-term one, may 
not necessarily coincide with the dynamics of current net revenues.  Finally, current ratio and 
fixed asset turnover also appear to be independent of one another. In sum, the weak correlation 
between most of the financial indicators supports the theoretical understanding that each 
indicator provides a measure of a different domain of a hospital’s financial viability 
(profitability, liquidity, capital structure, and asset efficiency) and should be thus considered 
jointly in evaluating a hospital’s overall financial health. We are not concerned by the correlation 
between total margin net of DSH and total cash flow to debt since both reflect what we believe is 
the most important measure of financial viability: net income. Including both indicators is a way 
of giving greater weight to net income.   
 
 

Table 5.6 
FY 1998 Financial Indicators: Spearman rank correlation between indicators 

 
 Total margin 

net of DSH 
Current ratio Cash flow to 

total debt 
Fixed asset 
turnover rate 

Total margin 
net of DSH 

1.00 .30 .77         -0.04 

Current ratio .30 1.00 .42         -0.05 
Cash flow to 
total debt 

.77 .42 1.00 0.04 

Fixed asset 
turnover rate 

-0.04 -0.05 0.04 1.00 

 
To further explore the cross-indicator dynamics among the indicators of financial 

vulnerability, we also divided each series into 10 equal parts (deciles), following the ranking for 
that series from hospitals with the weakest values of an indicator to hospitals with the strongest 
values of the indicator. We then constructed comparison matrices for each pair of indicators. To 
illustrate, we show in Table 5.7 the matrix comparing the FY 1998 deciles for total margin with 
total margin net of DSH. The results confirm that while the first and tenth deciles are relatively 
stable, a number of hospitals move into a different decile when the total margin is adjusted for 
DSH payments. Twenty-two percent of the hospitals in the first decile for total margin move to 
the second decile of the total margin net of DSH ranking. About 90 percent of the hospitals 
(2215 of 2470) in the 50th percentile or lower on the total margin ranking are also in the 50th 
percentile or lower on the total margin net of DSH ranking. 
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Table 5. 7 

Cross-Indicator Comparison of Hospital Placement in Deciles 
Total Margin vs. Total Margin Net of DSH, 1998 

 
Hospitals (N); First deciles have the lowest ratios                                                  TMnDSH 

           
Decile 1 2 3 4 5 6 7 8 9 10 
1 387 107         
2 49 262 183        
3 24 59 187 224       
4 12 19 57 153 253      
5 8 15 23 59 134 254 1    
6 7 7 23 34 58 139 226    
7 3 11 8 10 28 72 197 165   
8 1 6 8 9 12 20 49 261 128  
9 2 7 5 4 7 5 16 63 327 58 
10 1 1  1 1 4 5 5 39 436 

 
 
 
 
 
 
 
TM 

New     1      
 
Hospitals (Percentage); First deciles have the lowest ratios                                  TMnDSH 

Decile 1 2 3 4 5 6 7 8 9 10 
1 78% 22%         
2 10% 53% 37%        
3 5% 12% 38% 45%       
4  4% 12% 31% 51%      
5   5% 12% 27% 51%     
6   5% 7% 12% 28% 46%    
7     6% 15% 40% 33%   
8      4% 10% 53% 26%  
9        13% 66% 12% 
10         8% 88% 

 
 
 
 
 
 
TM 

New     100%      
 Note: Only values greater than 3% are shown 
 
 
Summary by Classes of Hospitals 

 
`Table 5.8 summarizes the main financial indicators by low-income patient utilization and 

three categories of hospitals based on the decile rankings for: FY 1998 total margins net of DSH, 
the three-year average of total margins net of DSH, and the 3-year average composite index. (See 
Appendix C for summaries of the financial indicators by other hospital classes). Columns 3 and 4 
report the discharge- weighted means for FY 1998 total margin and total margin net of DSH 
payments, respectively.  For hospital classes with positive margins, the differences in total 
margins and total margins net of DSH are slight compared to the differences for hospitals with 
negative margins. For example, for hospitals with total margins net of DSH between –10% and –
20%, the average total margin (net of DSH) increases from –14.0% to –7.0 % when DSH 
payments are taken into account.   
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Column 5 reports the 3-year average (discharge-weighted) ranking for each hospital class 
based on margins net of DSH payments. The average discharge-weighted ranking is in the 54.8 
percentile of hospitals. Column 6 shows the discharge-weighted average rankings for FY 1998 
total margins net of DSH.  The average rankings for each hospital class for FY 1998 are very 
similar to the rankings for a three-year average. Column 7 reports the weighted average rankings 
based on the three-year composite index are reported in Column 7. 

Across the various utilization measures for low-income populations, the financial 
indicator rankings of the hospitals serving a higher proportion of low-income patients are lower 
than those of hospitals serving a relatively low proportion of low-income patients. However, the 
changes in rankings as the proportion of low-income patients increases are not consistently 
monotonic. For example, rankings based on total margins net of DSH are lower for hospitals 
with a low-income patient ratio between .40 and .60 than for hospitals with low- income patient 
ratios between .60 and .80. 29 Our decision to remove only the federal share of Medicaid DSH in 
computing the margin may contribute to this result.  

The relationship between Medicaid utilization and margins is evident in the lower 
rankings for hospitals with higher Medicaid utilization (and may be indicative of Medicaid 
shortfalls and uncompensated care). The discharge-weighted average ranking for hospitals one 
standard deviation above the mean Medicaid utilization for the state is 38.0% compared to 58.1% 
for those within one standard deviation from the mean. Overall, the difference in rankings across 
low-income patient categories is greater using total margins net of DSH than the composite 
index.  For example, the mean composite index ranking for hospitals one standard deviation 
above the mean Medicaid utilization rate is 41.7% compared to 52.6 % for those within one 
standard deviation from the mean. 

Columns 8-11 report the distribution of FY1998 Medicare and Medicaid (federal share only) 
DSH funds. Key findings include the following: 

• Except for the 32 hospitals with lowest margins (-50 to –70 percent), the average FY 
1998 DSH payment per discharge increases as the total margin net of DSH decreases. 

• Across the total margin net of DSH deciles, the average FY 1998 DSH payment to the 
hospitals in Decile 1 is nearly twice the average payment to the hospitals in the Decile 2. 
Using the deciles for the 3-year average net of DSH payments, the average per discharge 
DSH payment in Decile 1 is $1,378 compared to $701 in Decile 2. The concentration of 
DSH payments in Decile 1 is attributable to Medicaid payments. The average payment 
per discharge decreases with each decile through the eighth decile. The average DSH 
payment per discharge for hospitals in Deciles 9-10 is slightly larger than the payment to 
hospitals in Deciles 6-7.     

• Medicaid DSH payments are more concentrated than Medicare payments in the hospitals 
in the lower margin deciles. Using the 3-year average margin deciles, 61 percent of 
Medicare DSH and 82% of Medicaid DSH payments are concentrated in the hospitals in 
Deciles 1-5. Thirty-five percent of Medicaid DSH payments go to hospitals in Decile 1 
compared to 12% of Medicare DSH payments. 

• While the average DSH payment per discharge declines as the composite index decile 
increases, the differences in payments across these deciles are not as great as those for the 
total margin deciles. The overall concentration of DSH payments in Deciles 1-5 is similar 
to the finding with respect to the total margin deciles (60% of Medicare DSH and 82% of 

                                                 
29 The low-income patient ratio for this analysis is defined as the percentage of inpatient days attributable to 
Medicare SSI and Medicaid  (non-Medicare) patients.   
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Medicaid DSH). However, only 13.1% of Medicaid DSH payments go to hospitals in 
Decile 1 of the composite index.  
 
Table 5.9 summarizes the financial indicators by state using the same columns as Table 

5.8.  
 

CONCLUSIONS 
 

The comparison of the measures for total margin and total margin net of DSH payments 
shows that while there is an overall correlation between the measures, the choice of measure has 
implications for individual hospitals, particularly those with the lowest margin levels. We believe 
total margin net of DSH payments is most consistent measure for evaluating how well DSH 
payments are targeted toward financially vulnerable safety net hospitals.  

The composite measure identifies a somewhat different set of hospitals as financially 
vulnerable. The relationship between serving low-income patients and performance on this 
measure is not as strong as the relationship between low-income patients and total margins net of 
DSH. Similarly, the relationship between the composite index and current DSH funding is not as 
strong. This may be attributable in part to our choice of measures and the equal weighting given 
each measure. While we include the composite index rankings as a hospital class variable, we 
believe total margin net of DSH payments should be given more weight as an evaluation tool 
since, of the financial indicators we examined, it is most directly related to the impact of 
providing uncompensated care.   

The individual measures of financial viability are relative stable from year to year. In 
particular, the consistency of the 1-year and 3-year total margin figures suggests that only one of 
the measures is needed in the analysis of alternative allocation methodologies. The three-year 
measure has the advantage of allowing us to include some hospitals for which we are missing FY 
1998 margin data and of smoothing out some year-to-year differences for some hospitals. These 
advantages are most important if margins are taken into account in the allocation formula (rather 
than being used solely as an evaluation tool). There are, however, disadvantages to using the 3-
year average. The first is the need to impute the FY 1997 and FY 1999 DSH payments in 
determining total payments net of DSH payments. The second is the partial completeness of the 
FY1999 cost report files and their “as filed” status. We are missing about 20 percent of the cost 
reports beginning in FY 1999. Given the funding reductions in the Balanced Budget Act of 1997, 
the use of a two-year average for some hospitals and a three-year average for others could bias 
the results.  Using the FY1998 margins also simplifies our analysis of alternative allocation 
policies for FY 1998 DSH funds.  Therefore, we use only the FY 1998 margins net of DSH funds 
in our simulations in Chapters 7 and 8. 
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1 2 3 4 5 6 7 8 9 10 11

Category
% of Total FY 

1998 DSH 
Payments

Ave. DSH 
Payment 

Per 
Discharge

% of 
Medicare 
FY 1998 

DSH 
Payments

% of  
Medicaid 
FY 1998 

DSH 
Payments

Av. Position in % Av. Position in % Av. Position in %

1998 1998 1998

All Hospitals 4940 4.7% 1.9% 54.8% 54.0% 50.7% 100.0% 363 100.0% 100.0%

                <.10 1216 5.9% 5.6% 66.1% 65.3% 56.8% 2.7% 43 0.7% 4.7%
                = >.10 and <.20 1681 4.8% 3.5% 60.5% 58.9% 52.9% 16.0% 172 18.6% 13.6%
                = >.20 and < .30 928 4.2% 1.1% 50.4% 49.2% 49.9% 23.9% 397 30.8% 17.3%
                =>.30 and <.40 445 3.2% -3.0% 38.2% 38.9% 40.8% 25.1% 819 24.9% 25.3%
                =>.40 and <.50 196 2.7% -8.0% 29.8% 30.6% 39.1% 16.9% 1,172 13.2% 20.5%
                =>.50 and <.60 92 3.2% -8.9% 24.9% 25.3% 38.4% 9.0% 1,512 6.2% 11.8%
                =>.60 and <.70 47 10.4% -4.8% 34.6% 39.7% 40.2% 4.5% 1,746 3.3% 5.7%
                =>.70 and <.80 23 8.7% -4.1% 38.8% 40.4% 48.9% 1.1% 1,070 1.5% 0.8%
                =>.80 7 2.4% -9.9% 26.9% 20.5% 37.9% 0.1% 693 0.2% 0.1%
                Missing 305 2.4% 2.2% 55.8% 56.5% 45.1% 0.5% 95 0.6% 0.3%

                1st state quartile 1187 5.7% 5.2% 64.2% 63.1% 53.7% 3.0% 59 2.8% 3.2%
                2nd state quartile 1188 4.8% 3.5% 60.8% 59.2% 54.5% 8.9% 159 10.7% 7.1%
                3rd state quartile 1187 4.7% 2.4% 56.8% 56.0% 52.8% 20.3% 273 27.5% 13.3%
                4th state quartile 1185 4.0% -2.0% 42.7% 42.4% 44.5% 67.8% 745 59.0% 76.4%

                Missing 193 3.1% 2.9% 62.2% 61.8% 48.7% 0.0% 11 0.0% 0.0%
                1 std. Dev. Above State Ave 616 4.3% -4.0% 38.0% 38.2% 41.7% 50.3% 990 37.0% 63.1%

           Less than 1 St. D. Above State Av. 4131 4.8% 2.9% 58.1% 57.1% 52.6% 49.7% 224 63.0% 36.9%                Missing 193 3.1% 2.9% 62.2% 61.8% 48.7% 0.0% 11 0.0% 0.0%

Total 
Margin Net 

of DSH 
Payments

Total Margin Net of 
DSH:  3-year ave. 

Total Margin Net 
of DSH FY 1998 

Composite Index 

Table 5.8
Summary of Financial Indicators By Low-Income Utilization and Financial Status

Medicaid Days As % Total Inpatient Days

N  Hosp

Total 
Margin

(T. 18 + T.19 Fed. Share)

Medicare SSI Days and Medicaid Days as % Total Inpatient Days
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1 2 3 4 5 6 7 8 9 10 11

Category
% of Total FY 

1998 DSH 
Payments

Ave. DSH 
Payment 

Per 
Discharge

% of 
Medicare 
FY 1998 

DSH 
Payments

% of  
Medicaid 
FY 1998 

DSH 
Payments

Av. Position in % Av. Position in % Av. Position in %

1998 1998 1998

All Hospitals 4940 4.7% 1.9% 54.8% 54.0% 50.7% 100.0% 363 100.0% 100.0%

                Missing 193 3.1% 2.9% 62.2% 61.8% 48.7% 0.0% 11 0.0% 0.0%
Total Margin Net of DSH
                From 30% to 70% 47 41.3% 40.2% 94.6% 84.0% 75.5% 0.7% 202 0.9% 0.5%
                From 20% to 30% 93 24.8% 24.0% 96.5% 91.3% 80.9% 1.1% 190 1.7% 0.5%
                From 10% to 20% 516 14.7% 13.5% 84.7% 80.6% 74.7% 6.4% 149 9.6% 3.3%
                From 5% to 10% 918 8.3% 7.2% 69.5% 67.2% 61.9% 13.2% 187 18.4% 8.2%
                From 0% to 5% 1327 4.2% 2.4% 50.0% 49.2% 45.8% 16.8% 236 22.2% 11.6%
                From -5% to 0% 891 0.5% -2.3% 31.5% 32.7% 31.7% 19.0% 457 20.7% 17.3%
                From -10% to -5% 474 -2.0% -7.3% 21.1% 23.5% 24.0% 11.2% 628 11.9% 10.6%
                From -20% to -10% 390 -7.0% -14.0% 12.1% 16.3% 22.2% 13.1% 949 8.8% 17.1%
                From -30% to -20% 150 -12.1% -24.2% 15.0% 22.3% 29.8% 7.8% 1,928 2.7% 12.7%
                From -50% to -30% 102 -22.6% -38.3% 3.9% 9.7% 19.0% 9.7% 2,397 2.7% 16.5%
                From -70% to -50% 32 -28.8% -57.6% 1.9% 27.2% 13.4% 1.0% 1,303 0.3% 1.7%

                Decile 1 425 -10.9% -23.9% 5.5% 7.3% 16.0% 26.7% 1,378 12.6% 40.2%
                Decile 2 487 -3.2% -9.4% 15.1% 17.2% 23.7% 15.9% 701 13.8% 18.0%
                Decile 3 494 -1.0% -4.6% 24.9% 26.8% 27.4% 13.1% 479 14.0% 12.3%
                Decile 4 504 1.2% -1.7% 34.8% 35.3% 36.6% 9.5% 366 11.7% 7.4%
                Decile 5 504 2.3% 0.4% 45.2% 44.1% 40.4% 6.7% 237 9.0% 4.4%
                Decile 6 510 3.9% 2.3% 55.1% 54.1% 48.7% 6.2% 222 8.4% 4.1%
                Decile 7 507 5.3% 4.0% 65.1% 62.4% 60.0% 5.1% 172 7.9% 2.4%
                Decile 8 506 7.3% 6.2% 74.9% 72.4% 64.6% 5.1% 161 6.7% 3.5%
                Decile 9 502 9.9% 8.8% 85.1% 81.5% 73.8% 5.6% 179 8.4% 3.0%
                Decile 10 501 19.3% 18.3% 94.9% 92.4% 81.3% 6.1% 193 7.6% 4.7%

                Decile 1 493 -13.4% -24.9% 8.6% 5.2% 18.1% 23.7% 1,211 12.2% 34.8%
                Decile 2 494 -3.0% -9.2% 18.9% 15.1% 26.6% 17.6% 735 13.5% 21.5%
                Decile 2 483 -3.0% -7.7% 25.6% 26.1% 15.3% 16.9% 572 14.7% 18.9%
                Decile 3 492 0.6% -3.2% 36.1% 36.4% 24.9% 14.5% 484 14.0% 14.9%
                Decile 4 498 2.8% -0.3% 43.6% 44.2% 34.8% 12.1% 400 10.5% 13.6%
                Decile 5 506 4.6% 2.2% 54.0% 54.0% 45.0% 9.6% 294 10.7% 8.5%
                Decile 6 502 5.4% 2.9% 60.6% 57.7% 54.9% 11.7% 377 10.1% 13.3%
                Decile 7 510 7.5% 5.6% 67.6% 66.2% 65.1% 6.2% 237 8.1% 4.4%
                Decile 8 507 8.6% 6.6% 71.5% 69.6% 75.1% 6.5% 230 7.7% 5.4%
                Decile 9 503 10.7% 9.1% 79.4% 76.8% 84.8% 6.2% 243 7.3% 5.2%
                Decile 10 504 15.9% 14.4% 87.1% 84.4% 94.7% 4.8% 205 6.8% 2.8%

Total 
Margin Net 

of DSH 
Payments

Total Margin Net of 
DSH:  3-year ave. 

Total Margin Net 
of DSH FY 1998 

Composite Index 

Table 5.8 (continued)
Summary of Financial Indicators By Low-Income Utilization and Financial Status

Total Margin Net of DSH 3-Yr Ave.

FY 1998 Total Margin Net of DSH  

(T. 18 + T.19 Fed. Share)

N  Hosp

Total 
Margin
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2 3 4 5 6 7 8 9 10 11

Category
% of Total FY1998 

DSH Payment

Ave. FY 1998 DSH 
Pay Per 

Discharge

Av. Position Av. Position Av. Position

All Hospitals 4940 4.7% 1.9% 54.8% 54.0% 50.7% 100.0% 363 100.0% 100.0%

By State
            Alabama 104 5.0% 3.1% 57.5% 58.5% 46.9% 1.3% 246 2.1% 0.6%
            Alaska 16 7.4% 6.8% 75.0% 74.3% 66.0% 0.0% 222 0.1% 0.0%
            Arizona 59 4.4% 0.9% 51.8% 57.8% 56.0% 1.3% 282 1.0% 1.6%
            Arkansas 75 4.0% 3.2% 57.7% 57.4% 62.4% 0.3% 117 0.5% 0.0%
            California 383 5.8% -0.5% 45.8% 45.5% 43.1% 20.8% 816 18.6% 23.0%
            Colorado 65 6.7% 4.3% 62.7% 62.4% 62.7% 1.2% 348 0.5% 1.8%
            Connecticut 32 3.7% -0.2% 43.3% 44.0% 38.1% 1.8% 478 0.7% 2.8%
            Delaware 6 8.3% 7.6% 75.8% 74.4% 60.9% 0.1% 118 0.2% 0.0%
            DC 10 1.1% -2.0% 44.2% 45.3% 38.4% 0.6% 436 0.9% 0.3%
            Florida 197 5.6% 3.3% 59.2% 56.6% 52.1% 4.7% 253 7.0% 2.4%
            Georgia 156 6.1% 4.7% 64.9% 61.9% 63.8% 1.5% 204 3.1% 0.0%
            Hawaii 21 2.9% 1.6% 48.9% 53.2% 48.1% 0.2% 294 0.4% 0.0%
            Idaho 43 10.1% 9.4% 76.1% 72.9% 68.6% 0.1% 102 0.2% 0.0%
            Illinois 197 5.3% 3.7% 60.9% 59.6% 54.7% 2.7% 217 4.1% 1.3%
            Indiana 110 9.7% 9.3% 74.2% 75.3% 68.1% 0.5% 98 0.9% 0.2%
            Iowa 117 7.7% 7.2% 76.2% 73.6% 65.4% 0.3% 125 0.3% 0.3%
            Kansas 129 6.5% 6.0% 64.4% 65.7% 66.8% 0.2% 113 0.3% 0.0%
            Kentucky 100 3.2% -0.2% 50.8% 49.8% 52.1% 1.9% 344 1.6% 2.2%
            Louisiana 112 6.5% 3.1% 60.8% 61.3% 56.1% 2.1% 406 2.2% 1.9%
            Maine 37 7.5% 4.2% 61.3% 62.3% 65.1% 0.7% 451 0.3% 1.0%
            Maryland 50 2.1% 1.1% 55.1% 53.5% 44.7% 0.7% 218 1.2% 0.2%
            Massachusetts 79 1.6% -0.9% 45.7% 44.1% 33.3% 2.8% 373 1.4% 4.1%
            Michigan 154 4.4% 3.4% 58.5% 58.7% 47.7% 1.9% 191 2.8% 1.1%
            Minnesota 138 6.0% 5.5% 66.0% 67.2% 65.5% 0.5% 90 0.9% 0.0%
            Mississippi 97 4.4% -2.4% 42.8% 40.3% 62.3% 2.2% 611 1.5% 2.9%
            Missouri 120 7.8% 4.6% 56.8% 56.6% 57.0% 3.3% 486 1.4% 5.1%
            Montana 55 8.7% 8.5% 69.2% 73.7% 65.5% 0.0% 55 0.1% 0.0%
            Nebraska 86 6.7% 6.3% 72.8% 69.9% 64.6% 0.2% 164 0.3% 0.0%
            Nevada 25 4.9% 1.2% 58.9% 55.5% 69.9% 0.6% 358 0.4% 0.8%
            New Hampshire 26 7.5% 4.0% 61.7% 59.4% 54.9% 0.5% 528 0.0% 1.1%

N Hosp

Total Margin

1998

Total Margin 
Net of DSH 

Total Margin Net of 
DSH:  3-year ave. 

Total Margin Net of 
DSH FY 1998 

Composite Index

1998

Table 5.9
Summary of Financial Indicators by State

(T. 18 + T.19 Fed. Share)

% of 
Medicare FY 

1998 DSH 

% of  
Medicaid FY 

1998 DSH 
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2 3 4 5 6 7 8 9 10 11

Category
% of Total FY1998 

DSH Payment

Ave. FY 1998 DSH 
Pay Per 

Discharge

Av. Position Av. Position Av. Position

All Hospitals 4940 4.7% 1.9% 54.8% 54.0% 50.7% 100.0% 363 100.0% 100.0%

By State
            New Jersey 84 -1.9% -5.6% 34.9% 33.8% 31.4% 4.1% 387 2.3% 5.8%
            New Mexico 34 4.5% 3.1% 58.8% 56.7% 60.1% 0.2% 183 0.4% 0.1%
            New York 220 1.7% -2.4% 37.3% 39.2% 28.8% 9.0% 456 11.6% 6.6%
            North Carolina 123 7.5% 4.5% 62.5% 63.3% 60.0% 3.5% 409 4.6% 2.5%
            North Dakota 45 5.6% 5.4% 65.5% 65.0% 63.1% 0.0% 49 0.1% 0.0%
            Ohio 171 4.4% 1.9% 56.3% 54.1% 49.4% 4.0% 310 2.2% 5.8%
            Oklahoma 112 4.5% 3.3% 58.4% 59.7% 61.3% 0.6% 216 0.9% 0.3%
            Oregon 61 4.8% 4.0% 65.6% 62.9% 62.7% 0.3% 120 0.4% 0.1%
            Pennsylvania 196 1.4% 0.5% 51.3% 49.9% 40.4% 1.9% 128 3.8% 0.0%
            Puerto Rico 43 1.7% 1.1% 54.4% 54.6% 39.0% 0.1% 21 0.1% 0.0%
            Rhode Island 11 -1.3% -3.6% 30.9% 30.1% 35.6% 0.3% 269 0.2% 0.5%
            South Carolina 59 6.5% -0.7% 47.9% 44.1% 50.0% 3.8% 895 2.1% 5.3%
            South Dakota 55 8.4% 8.1% 78.8% 75.4% 59.6% 0.0% 53 0.1% 0.0%
            Tennessee 122 3.4% 1.5% 56.4% 52.8% 53.4% 1.5% 233 3.1% 0.0%
            Texas 365 6.0% 1.0% 52.3% 49.7% 54.1% 10.9% 580 8.6% 13.1%
            Utah 41 4.4% 3.8% 67.7% 64.2% 65.7% 0.1% 95 0.3% 0.0%
            Vermont 14 1.4% -0.6% 51.9% 44.7% 50.7% 0.2% 291 0.0% 0.3%
            Virginia 92 7.6% 5.9% 71.0% 68.4% 70.2% 1.6% 267 1.8% 1.5%
            Washington 87 4.3% 1.6% 50.7% 51.4% 45.5% 1.8% 401 1.2% 2.4%
            West Virginia 56 4.2% 1.5% 50.4% 52.9% 53.2% 0.8% 307 0.7% 1.0%
            Wisconsin 125 6.1% 5.6% 70.7% 69.6% 65.5% 0.3% 67 0.5% 0.1%
            Wyoming 25 8.9% 8.9% 78.8% 78.2% 73.5% 0.0% 7 0.0% 0.0%

Table 5.9 (Continued)
Summary of Financial Indicators by State

(T. 18 + T.19 Fed. Share)

% of 
Medicare FY 
1998 DSH 

% of  
Medicaid FY 
1998 DSH 

1998

Total Margin Net of 
DSH:  3-year ave. 

Total Margin Net of 
DSH FY 1998 

Composite Index
Total Margin 
Net of DSH 

N Hosp

Total Margin

1998
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6. ALTERNATIVE DSH ALLOCATION POLICIES 
 
 
ANALYTICAL POLICY ISSUES  
 

We are interested in evaluating how different measures of financially vulnerable safety 
net hospitals would affect 1) the set of hospitals eligible to receive federal subsidies and 2) the 
distribution of funds among those hospitals. The literature concerning safety net hospitals and the 
current policies for Medicare and Medicaid DSH payments suggest a set of analytical policy 
issues related to the distribution of DSH funds.  

• How sensitive is the allocation of DSH funds to different measures of vulnerable 
populations? Do measures that use only a subset of low-income patients, e.g. Medicaid 
patients, target the same hospitals as more inclusive measures? 

• Is it feasible for the allocation formula to take into account both inpatient and outpatient 
services? How does this affect the relative distribution of DSH funds?  

• Do measures based on the proportion of care furnished to low-income patients target a 
different set of hospitals than those based on the financial risk associated with serving 
low- income patients?  

• Does a strategy such as a minimum threshold or sliding scale strategy improve the 
relationship between a hospital’s financial risk and the subsidy it would receive from a 
DSH fund?  
Our analysis is within the context of using a single federal payment mechanism to 

distribute DSH funds. Our baseline is current law Medicare payments and the federal share of 
DSH payments. The simulations assume funding would be allocated to hospitals separately from 
program payments for patient care services. Using a separate funding stream has implications for 
the formula that is used for allocating the funds (e.g. whether Medicare/SSI beneficiaries need to 
be taken into consideration in the allocation formula). It also affects the vehicle that is used to 
distribute the funds (e.g. Medicare DSH payments are paid as an add-on to the DRG standard 
payment rate so that hospitals with a large uninsured caseload and few Medicare patients receive 
little support).   

The simulations include: 
• the joint distribution of Medicare and the federal share of Medicaid DSH payments under 

current policies to the hospitals in our dataset; 
• a MedPAC-like approach that would distribute funds based on the hospital’s proportion 

of low-income revenues and adjusted discharges (with further adjustments for differences 
in geographic location and case mix); 

• policies focused on the financial risk associated with serving Medicaid and self-pay 
patients (i.e., Medicaid shortfalls and uncompensated care costs).   
In exploring the impact of alternative allocation policies, the issue of which hospitals 

should be eligible to receive DSH payments should be separated from the issue of how the funds 
should be distributed to eligible hospitals. The advantage of this approach is that it allows the 
possibility of basing eligibility on the patient population served by the hospital but determining 
how much the hospital receives in DSH payments on the financial risk it bears as a result. The 
risk borne by a hospital whose patients are covered by Medicare and Medicaid is less that that 
borne by a hospital with a substantial uninsured population.  
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To minimize issues related to whether higher costs are attributable to hospital 
inefficiency or justifiable differences in costs, the financial measures used in the eligibility and 
allocation policies do not measure costs directly; rather, they express financial risk associated 
with serving poor people as a percentage of revenues or costs. In some allocation policies, 
adjustments are made for cost differences attributable to case mix and hospital wage levels. 
 
POTENTIAL LOW-INCOME PATIENT MEASURES  
 

In this section, we describe potential measures associated with serving low-income 
patients that could be used either to establish eligibility to receive DSH funding or allocate the 
funds to eligible hospitals. Some of these measures can be generated from inpatient claims data 
and others require financial data. We provide definitions of the policies associated with specific 
measures in Table 6.1.  

 
Claim-based Measures 
 

Measures 1.1 and 1.2 are based on the amount of care a hospital furnishes to low-income 
patients as measured through claims data, i.e. the proportion of days or discharges attributable to 
low-income patients. Inpatient claims data can also be used to measure the hospital’s percentage 
of gross inpatient revenues attributable to low-income patients (1.3). These inpatient claim-based 
measures involve several assumptions: 

• All utilization on the claim is attributed to the primary payer. For example, the measure is 
not sensitive to situations where Medicaid is a secondary payer for part of an inpatient 
stay.  

• The measures assume that low-income patients utilize outpatient services in the same 
proportion as inpatient services. Low-income patients tend to have a relatively higher 
outpatient utilization rates than inpatient (because they have less access to community 
physicians).  This is an issue examined in greater detail in our three-state analyses 
discussed in Chapter 8.    

• The measure implicitly assumes that no-charge patients are charity care and that self-pay 
patients represent low-income patients that are unable to pay for their care. We know that 
no-charge patients include those receiving courtesy and employee allowances and that the 
percentage of no-charge patients is likely to overestimate the percentage of charity care 
patients. Similarly, some self-pay patients are able to pay for some or all of their care. We 
examine the relationship between the proportion of self-pay and no-charge patients and 
bad debts and charity care in our three-state analyses.   

• The HCUP claims data do not include a separate classification for indigent care 
programs. We used other government days (which is a residual after excluding 
CHAMPUS and workmen’s compensation) as our proxy for local indigent care programs.    
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Table 6.1 

Potential Measures of Care Provided to Low-Income Patients 
 
Measure Formula 
1. Utilization measures from claims data based on proportion on low-income inpatients 
 
1.1 
% Low-Income Days 
 
 

 
Medicare days*SSI ratio + Medicaid days + self-pay days 
+ no-charge days + Title V days  + other government days  

Total inpatient days 

 
1.2 
% Low-Income Discharges 
 
 

 
Medicare discharges*SSI ratio + Medicaid discharges + 
self-pay discharges +no-charge discharges + Title V 
discharges + other government discharges 
 

Total inpatient discharges 

1.3 
% Low-income  
inpatient revenue 

Medicare charges*SSI ratio + Medicaid charges + self-pay 
charges +no-charge charges + Title V charges + other 
government charges 
 
Total inpatient charges 

2. Gross revenue measures based on percentage of revenue attributable to low-income 
patients 
2.1  
% gross revenue attributable 
to low-income Medicare and 
Medicaid patients, local 
indigent care programs, bad 
debt and uncompensated 
care (MedPAC Model) 

 
Medicare revenue* SSI ratio + Medicaid revenue + local 
indigent care revenue + bad debt expense + charity care 
revenue foregone 
 
Total gross patient revenue 

2.2 
% gross revenues 
attributable to charity and 
no-charge patients 

 
Gross revenues for charity  and no-charge patients 
 
Total gross revenues 
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Table 6.1 (continued) 
 
Measure Formula 
3. Financial risk measures based on losses attributable to low-income patients 
3.1 
% total cost attributable 
to shortfalls from 
Medicaid and indigent 
care programs,  bad debt 
& uncompensated care 
 

 
(Medicaid patient care gross revenue + other government 
gross revenue + bad debt + uncompensated care) X cost-to-
charge ratio – Medicaid payments (exclusive of “new DSH) 
– payments from other government programs 
 
Total operating cost 
  

3.2 
Bad debt and 
uncompensated care as % 
of  total operating cost  
 

 
(Charity care revenue + bad debt expense) X cost-to-charge ratio 

 
Total operating cost 

4. Market share model for urban hospitals based on proportion of financial risk in the 
community assumed by the hospital  
4.1.  
Financial risk 
measure from 3.2 
 
 

 
(Charity care revenue + bad debt expense) X cost-to-charge ratio 
 
Σ (Charity care revenue + bad debt) X cost-to-charge ratio for 
the MSA 

 
Measures Derived From Financial Data  

 
Measures 2.1 and 2.2 use financial data to measure the percentage of gross revenue 

attributable to low-income patients. Measure 2.1 is similar to MedPAC model’s definition of a 
hospital’s low-income share.30  Gross revenues derived from financial data have several 
advantages over those derived from inpatient claims data.  

• Secondary payers are accounted for (assuming the reporting is accurate). 
• Both inpatient and outpatient volume are directly measured,  
• Implicit recognition is given to differences in severity across the hospital’s patient 

population.  
There are issues, however, regarding uniform reporting of financial data generally, and 
uncompensated care and bad debt in particular. We decided to use both bad debt and 
uncompensated care costs in the models derived from financial data because of reporting 
inconsistencies (see Chapter 2). Basing a policy on uncompensated care only (with uniform 
definitions) or uncompensated care and bad debt attributable to self-pay patients might be more 

                                                 
30 The AHA data used by MedPAC does not have a separate category for patients under local indigent care 
programs. As a result, MedPAC assumes that the shortfalls in the “other” patient category are attributable to the 
local indigent care program. Specific information on local indigent care program revenues is available in our 
financial data. 
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appropriate policies to target financially vulnerable safety net hospitals than including bad debt 
associated with care provided to insured patients. Nevertheless, given current reporting 
inconsistencies, we have included all bad debt and uncompensated care in our models that use 
financial data.   

Measures 3.1 and 3.2 focus on the financial risk associated with serving low-income 
patients. Measure 3.1 defines financial risk in terms of shortfalls from Medicaid and local 
indigent care programs, bad debt, and uncompensated care. Medicare SSI patients and Medicaid 
patients to the extent the Medicaid payment covers the cost of their care are not taken into 
consideration. The Medicaid shortfall could be attributable to either low-payment rates or to 
hospital inefficiency. In computing the Medicaid shortfall, we exclude DSH funds so that the 
measure is financial risk in the absence of DSH funding (see more detailed discussion of 
methodology in Chapter 8). There is some danger that including the Medicaid shortfall could 
provide a perverse incentive to reduce payment rates. The actual incentive will depend on the 
relationship between the state’s FMAP and the generosity of the DSH payments. An alternative 
to including the Medicaid shortfall would be to count only a portion (e.g. 50%) of gross 
Medicaid revenues in constructing a revenue measure.   

Finally, Measure 4.1 measures each urban hospital’s market share of uncompensated care 
and bad debt. The market is defined by MSA. Conceptually, this measures hospital’s 
uncompensated care load in relation to its market rather than the national market.  
 
OTHER POTENTIAL ALLOCATION FACTORS 
 
 
  
 

Table 6.2 
Potential Allocation Statistics 

 
Measure Formula 

 
 
Total adjusted days 
 

Low-income measure X total inpatient days X total 
gross patient revenues / total inpatient gross revenues 

 
Total adjusted discharges 

Low-income measure X total inpatient discharges X 
total gross patient revenues / total inpatient gross 
revenues 

Cost-adjusted days Low-income measure X total adjusted days X wage 
index factor  

Case-mix and cost-adjusted 
discharges 

Low-income measure X total adjusted discharges X 
wage index factor X CMI 

Cost-adjusted days and 
state’s relative resources  

Low-income measure X total adjusted days X index 
of state’s resources to other states 

 
 



RAND  9/27/02 62

Volume 
 

We avoided establishing a direct DSH subsidy for inefficiencies by expressing the low-
income measures as a percentage of revenues or costs rather than absolute dollar amounts. 
However, this approach also requires that the allocation formula include a measure to take into 
account differences in patient volume across hospitals (Table 6.2). While inpatient days or 
discharges could be used for this purpose, a better policy would be to take into account 
outpatient volume as well. Adjusted inpatient days and discharges convert outpatient volume into 
equivalent inpatient days or discharges. For example, total adjusted discharges equal total 
hospital discharges times the ratio of  total hospital gross revenues to hospital inpatient gross 
revenues. The weight assigned to a given hospital would be determined as the product of its low-
income patient measure and either adjusted patient days or discharges.    
 
Cost Differentials 
 

The allocation formula could further adjust the hospital’s volume-weighted low-income 
patient measure for systematic differences in cost. A case-mix adjustment should be used when 
adjusted discharges are used in the allocation formula. A case-mix adjustment is not needed if 
adjusted inpatient days are used as the volume statistic because case mix is correlated with length 
of stay. The Medicare hospital wage index can be used to adjust for cost differences across 
geographic areas. 
 
Resource Differentials 
  
 One issue in allocating DSH funds is the extent to which the state’s available resources to 
finance health care for low-income persons should be taken into account in the fund distribution 
formula. Under current law, Medicare DSH payments are  based on national allocation rules 
without regard to state resources while the federal share of Medicaid DSH payments is 
determined under a matching formula that varies by state.  The Federal Medical Assistance 
Percentage (FMAP) is intended to provide more generous Medicaid matching percentages to 
states that have relatively fewer resources to finance health care programs and/or relatively more 
low-income patients to serve. 

The current FMAP formula is based on per capita income and has been criticized for not 
taking into account total resources available to finance health care and cross-state differences in 
the cost of health care and the number of people living in poverty. Proposals have been made for 
an “equitable” FMAP based on the ratio of the state’s share of resources (adjusted for differences 
in health care costs) to the state’s share of low-income patients (adjusted for cost-of-living 
differences and age). Adjusting payments to hospitals using this type of formula would be 
consistent with a policy that federal support for uncompensated care costs should be higher in 
those states with limited resources. However, our analyses focus on DSH distributions to 
individual hospitals rather than aggregate payments to states. If the DSH distribution is based on 
a utilization or gross revenue measure, using a FMAP-like factor in the allocation formula would 
be one way to adjust for likely differences in the actual financial risk associated with serving 
low-income patients (i.e. Medicaid shortfalls and uncompensated care). The assumption would 
be that hospitals located in states with relatively fewer resources have higher financial risk than 
hospitals located in states with relatively high resources. We do not believe that it would be 
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appropriate to use an FMAP-like factor if the allocation formula is based on actual financial risk. 
The purpose of the DSH funds is to protect hospitals from their financial losses associated with 
serving low-income patients. Two hospitals with comparable financial losses should receive 
similar levels of protection.  
 
EXPLORATORY ANALYSES  
 

As discussed in Chapter 3, data were not available that allowed us to examine the 
alternatives with a national set of hospitals. Our exploratory analyses drew on two different sets 
of hospitals. The first set consists of the hospitals that are represented in the HCUP national 
sample. We were able to explore the sensitivity of DSH allocations to low-income patient 
definitions that rely on utilization or gross inpatient revenue data by payer class. The results of 
these simulations are discussed in Chapter 7.  
By supplementing these analyses with detailed claim and financial information from California, 
New York and Wisconsin hospitals, we examined a broader set of potential DSH eligibility and 
allocation policies. We discuss these simulations in Chapter 8.



RAND  9/27/02 64

7. EXPLORATORY ANALYSES USING NATIONAL HCUP DATA 
 

 In this chapter, we report the results of our analyses using the HCUP national inpatient 
sample.  We used the HCUP data to explore the relationship between various inpatient measures 
of low-income patient care that rely on inpatient utilization or gross revenue data by payer class 
and the implications this might have for using the different measures to allocate DSH funds.   
 
DATA. 
 
HCUP National Inpatient Sample 
  

The HCUP national inpatient sample (NIS) is comprised of a 100 percent claims for 
inpatient discharges occurring during 1998 in a nationally representative sample of about 20 
percent of the hospitals in 24 states. In total, there are 984 community hospitals stratified on five 
characteristics: ownership/control, bed size, teaching status, urban/rural location, and region. Not 
all states allow individual hospital identifiers to be released. We were able to link the NIS to only 
640 hospitals located in states for which we have Medicare cost reports and hospital-specific 
information on Medicaid DSH payments. These hospitals are located in 15 states: AZ, CA, CO, 
CN, FL, IL, IO, MA, MD, MO, NJ, NY, UT, WA and WI. We dropped Pennsylvania hospitals 
because of the lack of hospital-identifiable Medicaid DSH data. We estimated what Medicare 
DSH payments would be for Maryland hospitals in the absence of the waiver and retained them 
in our simulation.   
 The NIS includes uniform categories for the expected primary payer: 

• Medicare (both fee-for-service and managed care patients) 
• Medicaid (both fee-for-service and managed care patients) 
• Private insurance 
• Self-pay 
• No-charge (includes charity care) 
• Other 

 
The “other” payer category includes patients covered by CHAMPUS, Workmen’s 

Compensation, Title V and other government programs. These categories were previously 
broken out but discontinued in the 1998 data because of problems in coding the data uniformly 
across states. As explained below, we use the 1997 data to develop an estimate of patients 
covered by local indigent care programs. Compared to the national estimates (Table 7.1), our 
HCUP/DSH analysis file has a lower percentage of discharges and days where Medicaid is the 
expected primary payer (Table 7.1). Additionally, the percentage of Medicare days is 
considerably higher. The statistics for the uninsured (self-pay) are quite similar to the national 
average.  
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Table 7.1 
Comparison of Hospitals in HCUP/DSH Database with National Weighted Estimates 

 
 
                    NIS Weighted National Estimate* 

  
Hospitals in HCUP/DSH Database 

 
Payer 

 
% 
Discharges 

 
%  
Days 

Mean 
Length 
of Stay 

Mean 
Charge  
($) 

 
% 
Discharges 

 
%  Days 

Mean        
Length of 
Stay 

Mean 
Charge 
($) 

All 100.0 100.0 4.8 11,789  100.0 100.0 4.7 12,153 
Medicare 34.0 39.6 6.1 15,025  36.5 47.3 6.2 15,594 
Medicaid 20.5 20.9 4.9 9,879  16.1 14.9 4.4 9,407 
Uninsured 5.0 4.0 3.9 8,962  4.9 3.8 3.8 8,763 
Other 40.5 28.7 3.8 10,367  42.5 33.7 3.8 10,624 
 
*Weighted national estimates from HCUP Nationwide Inpatient Sample (NIS), 1998, 
Agency for Healthcare Research and Quality (AHRQ), based on data collected by individual 
states and provided to AHRQ by the states. Total number of weighted discharges in the U.S. 
based on HCUP NIS = 34,874,001. Note that no significance testing for differences is 
provided.  

 
HCRIS 
  
 We used the HCRIS data for FY1998 to develop each hospital’s cost-to-charge ratio for 
inpatient hospital services. We also used the total margin and total margin net of DSH measures 
used in our evaluation of measures of financial viability (see Chapter 5).  
 
AHA Survey 
 

Consistent with other analyses, we used the adjusted discharges and adjusted days from 
the 1998 AHA survey. As previous noted, these measures include outpatient volume by adjusting 
the inpatient statistic by the ratio of gross patient revenues to gross inpatient revenues.  
 
METHODS 
  
 We used the HCUP data to establish the proportion of total inpatient days, total 
discharges, total charges, and case-mix index (the average DRG relative weight) attributable to 
each payer.  We estimated the Medicare SSI statistics by applying the hospital’s SSI ratio to the 
Medicare data. Doing so assumes that the Medicare SSI patients have the same length of stay, 
case mix and charges as other Medicare patients.  We determined each hospital’s proportion of 
patients that were classified as “other government” in 1997 and applied the relevant ratio to the 
FY1998 “other” category to obtain an estimate of proportion of the hospital’s patients covered by 
local indigent care programs. We used the data on patients covered by Medicare SSI, Medicaid, 
self-pay, no-charge and local indigent care programs to establish the claims-based measures of 
care provided to low-income patients that we discussed in Chapter 6. 
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We used correlation analysis to examine the relationship between key low-income patient 
measures that could be used in an allocation formula (e.g. proportion of days, discharges, and 
revenues and case-mix index including/excluding Medicare SSI patients). The degree of 
correlation between the measures can be used to indicate whether the choice of the measure 
(utilization or revenue) used to describe hospital’s low-income patients is likely to have a 
significant effect on the distribution of funds. The HCUP data is for inpatient services only and 
allowed us to test only inpatient utilization and gross inpatient revenue measures. HCUP does 
not have the outpatient data and uncompensated care data that would allow us to evaluate 
measures using financial risk.  

 We also simulated potential DSH allocation policies and compared the results to the 
current distribution of DSH. We used the correlation between the DSH payment and the 
hospital’s net income as a comparative measure of how well the payments target financially 
vulnerable safety net hospitals.  
 
RESULTS  
 
Low-Income Patient Shares  
 We examined the relationship between the proportion of low-income patients by payer to 
address the question of whether one of the more readily available statistics, e.g., the percentage 
of Medicaid days, is an appropriate proxy for a hospital’s percentage of low-income days. We 
combined Medicare SSI and Medicaid days into a measure of “joint” days and we also computed 
the patient percentage used in the current Medicare DSH formula (Table 7.2). We found the 
percentage of Medicaid days is highly correlated with the percentage of low-income days 
(0.920). The correlation using “joint” days is lower (0.862). Self-pay and no-charge days are 
poorly correlated with either Medicaid days alone or the “joint” days. The correlation between 
the DSH patient percentage and the proportion of low-income days is 0.838.  
 

 
Table 7.2 

Proportion of Low-Income Patients By Payer: 
Hospital-Weighted Means and Correlation Between Measures 

 % 
 
Medicare 
SSI 

% 
Medicaid 
Days 

% No-
charge + 
self-pay 
days 

% Joint 
days 

% Low-
income 
days 

DSH 
Patient % 

MEAN 0.042 0.129 0.044 0.171 0.176 0.215 
STD 0.045 0.118 0.054 0.136 0.141 0.183 
N 638 638 638 638 638 638 
Pearson’s Correlation Coefficient** 
% Medicare SSI 1.000 0.237 -0.014 0.538 0.193 0.579 
% Medicaid Days  1.000 0.160 0.946 0.919 0.912 
% No-charge/self-pay days   1.000 *0.134 0.520 *0.145 
% Joint days    1.000 0.862 0.984 
% Low-income days     1.000 0.837 
DSH Patient %      1.000 

*p<.001; **except as noted, all values p<.0001 



RAND  9/27/02 67

 We also explored the relationship between the different types of measures of the 
hospital’s care to low-income inpatients. In Table 7.3, we report the correlations between the 
hospital’s percentage of Medicaid and all low-income patient days, discharges, and inpatient 
charges. The hospital’s proportion of Medicaid inpatient charges is highly correlated with its 
Medicaid discharges (0.955) and Medicaid days (.950). Compared to its average proportion of 
inpatient days (.129), Medicaid has on average a higher proportion of discharges (.147) and 
lower proportion of inpatient charges (.110). The large number of Medicaid maternity cases 
probably accounts for the differences. The same pattern is seen in the overall measures of care 
provided to low-income patients.  
 

 
Table 7.3 

Different Measures of Low-Income Inpatient Care: 
Hospital-weighted Means and Correlation Between Measures 

 
 Medicai

d Days 
Low-
income 
days 

Medicaid 
discharges 

Low-
income 
discharges 

Medicai
d 
charges 

Low-
income 
charges 

MEAN 0.129 0.176 0.146 0.237 0.109 0.193 
STD 0.118 0.141 0.125 0.159 0.101 0.139 
N 638 638 638 638 638 638 
Pearson’s Correlation Coefficient** 
Medicaid Days 1.000 0.919 0.917 0.849 0.949 0.840 
Low-income days  1.000 0.836 0.898 0.879 0.888 
Medicaid discharges   1.000 0.906 0.955 0.843 
Low-income 
discharges 

   1.000 0.894 0.965 

Medicaid charges     1.000 0.894 
Low-income charges      1.000 
   ** all values p<.0001 

 
 
Case-mix 
 
 One objective of the DSH allocation policy is to use an indirect measure of a hospital’s 
costs of providing care to low-income patients. When discharges are used as an allocation 
statistic, differences in a hospital’s case mix need to be taken into account. Since data on a 
hospital’s overall case mix are not readily available, we examined measures that might be used 
as a proxy such as the Medicare case mix index. We found that there is only a moderate 
correlation between the Medicare case mix index and the Medicaid case mix index (0.504) and 
the case mix index for all low-income patients (0.624). An alternative to using a case mix would 
be to use the proportion of days or charges as the low-income patient measure.    
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Joint Margin
N of Adjusted % Margin N Medicare Medicaid % DSH Per  w/ 
Hosp Inp Days Adj. Inp Net of Paid DSH DSH Joint Adjusted Joint

Days DSH DSH ($mill) ($mill) Funds Day ($) DSH
All Hospitals 632 34,297,472 100% 2.0% 492 1,516.9   405.5        100% 56 5.7%
By Geographic Area
   Urban 402 30,338,780 88% 1.9% 360 1,460.3   385.4        96% 61 5.9%
          Large Urban 267 22,024,055 64% 0.8% 245 1,219.9   328.4        81% 70 5.5%
          Other Urban 135 8,314,725 24% 4.8% 115 240.4      57.0          15% 36 7.2%
    Rural 230 3,958,692 12% 2.5% 132 56.6        20.2          4% 19 3.8%
    Urban By Bedsize
            0-49 beds 61 4,001,106 12% 4.7% 55 72.3        10.6          4% 21 6.1%
            50-99 beds 70 4,437,311 13% 2.0% 60 202.9      59.7          14% 59 5.7%
            100-199 beds 96 5,902,748 17% 4.2% 87 202.9      27.4          12% 39 6.8%
            200-299 beds 85 11,714,286 34% 0.2% 81 861.2      269.8        59% 97 6.2%
            300-499 beds 90 4,283,328 12% 1.3% 77 121.1      17.8          7% 32 3.7%
     Rural By Bedsize
            0-49 beds 110 698,049 2% 1.6% 57 13.7        5.9           1% 28 3.5%
            50-99 beds 70 1,046,542 3% 2.8% 46 15.6        5.6           1% 20 4.4%
            100-149 beds 21 573,259 2% 5.8% 10 4.8          1.3           0% 11 6.6%
            150 or more beds 29 1,640,842 5% 1.8% 19 22.5        7.4           2% 18 2.9%
Type of Ownership
            County or local  gov't 70 2,549,886 7% -4.8% 44 430.2      196.0        33% 246 12.9%
            Hosp district 60 1,749,741 5% 2.0% 44 38.8        7.7           2% 27 3.9%
            Not-for-profit 422 26,065,332 76% 2.8% 328 889.3      157.0        54% 40 5.4%
            For-profit 75 3,219,728 9% 1.8% 71 68.8        8.0           4% 24 3.5%
            Missing 5 712,783 2% -4.1% 5 89.8        36.8          7% 178 3.9%
Teaching Status
            Non- teaching 467 16,651,961 49% 4.5% 336 335.4      47.5          20% 23 6.1%
            Fewer than 10 residents 52 3,082,530 9% 0.1% 46 93.0        9.7           5% 33 2.6%
            Residents >10 and <100 80 8,373,311 24% 0.4% 77 474.6      147.7        32% 74 5.4%
            Residents => 100 and < 2 16 2,722,826 8% -3.6% 16 276.9      96.3          19% 137 4.7%
            Residents => 250 13 3,150,544 9% 1.6% 13 329.8      100.6        22% 137 8.1%
            Missing 4 316,300 1% 0.0% 4 7.1          3.7           1% 34 1.1%
Low-Income Patient Gross 
Days as % of Total Days 
           More than 60% 22 1,273,453 4% 1.4% 20 220.8      84.4          16% 240 16.8%
           50-60 % 27 1,517,013 4% -11.4% 27 300.3      113.9        22% 273 8.8%
           40-50 % 28 2,320,575 7% -0.9% 27 316.7      84.1          21% 173 10.1%
           30-40 % 57 3,884,457 11% -3.5% 52 254.4      46.4          16% 77 1.9%
           20-30 % 122 6,505,355 19% 0.6% 113 229.0      32.1          14% 40 3.4%
           10-20 % 252 13,120,564 38% 3.4% 180 181.4      40.1          12% 17 4.5%
           10 % and less 124 5,676,054 17% 7.8% 73 14.3        4.4           1% 3 8.0%
Safety Net Hospitals:Margin Net of DSH 
           Less than -25% 18 1,544,881 5% -42.4% 18 348.6      153.3        26% 325 -4.2%
           -15 to -25% 17 856,501 2% -18.0% 17 118.0      36.9          8% 181 -4.2%
           -5% to -15% 53 3,112,823 9% -8.2% 52 240.7      41.1          15% 91 -1.7%
           -5% to 5% 112 6,582,265 19% -0.2% 101 315.8      36.2          18% 53 3.5%
             5% to 15% 45 2,130,305 6% 9.4% 42 161.1      52.7          11% 100 15.2%
            15% to25% 4 110,947 0% 17.5% 3 0.7          0.1           0% 7 17.9%
            25% and higher 7 1,163,132 3% 30.1% 6 136.3      40.7          9% 152 36.9%
             All Safety Net Hospitals 256 15,500,853 45% -1.7% 239 1,321.2   361.0        88% 109 5.8%

Hospitals in HCUP Analysis File

Table 7.4
 FY 1998 Medicare Current Law and Federal Share DSH Payments
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N of N Total DSH % DSH Per Margin N Winner N Loser
Hosp Paid Funds DSH Adjusted w/ DSH Winners Per Day Losers Per Day

DSH ($mill) Funds Day $ Gain ($) Loss ($)
All Hospitals 632 276 1,922.4         100% 56 5.7% 190 71 332 -37
By Geographic Area
   Urban 402 181 1,816.8         95% 60 5.9% 119 74 248 -37
          Large Urban 267 126 1,561.6         81% 71 5.5% 82 88 166 -44
          Other Urban 135 55 255.1            13% 31 6.9% 37 32 82 -21
    Rural 230 95 105.6            5% 27 4.3% 71 48 84 -28
    Urban By Bedsize
            0-49 beds 61 20 87.6              5% 22 6.2% 14 37 41 -13
            50-99 beds 70 28 203.1            11% 46 4.9% 16 45 44 -35
            100-199 beds 96 44 277.6            14% 47 7.3% 32 60 58 -17
            200-299 beds 85 53 1,094.6         57% 93 6.0% 31 97 51 -67
            300-499 beds 90 36 153.9            8% 36 4.0% 26 70 54 -21
     Rural By Bedsize
            0-49 beds 110 44 30.4              2% 44 4.5% 35 83 35 -51
            50-99 beds 70 27 25.3              1% 24 4.7% 18 55 34 -24
            100-149 beds 21 7 17.6              1% 31 8.0% 5 59 6 -10
            150 or more beds 29 17 32.3              2% 20 3.0% 13 29 9 -28
Type of Ownership
            County or local  gov't 70 31 528.2            27% 207 10.5% 17 168 32 -212
            Hosp district 60 32 84.6              4% 48 5.4% 25 47 25 -25
            Not-for-profit 422 183 1,169.7         61% 45 5.7% 128 62 219 -24
            For-profit 75 27 76.5              4% 24 3.5% 19 73 52 -13
            Missing 5 3 63.4              3% 89 0.0% 1 11 4 -147
Teaching Status
            Non- teaching 467 176 397.0            21% 24 6.2% 125 50 237 -19
            Fewer than 10 residents 52 29 155.4            8% 50 3.8% 21 73 28 -11
            Residents >10 and <100 80 46 518.8            27% 62 4.6% 27 83 51 -48
            Residents => 100 and < 250 16 13 377.2            20% 139 4.7% 8 95 8 -99
            Residents => 250 13 10 468.5            24% 149 8.6% 8 82 5 -131
            Missing 4 2 5.4                0% 17 0.5% 1 60 3 -36
Low-Income Patient Gross Days as % of Total Days 
           More than 60% 22 22 550.1            29% 432 26.1% 20 237 2 -514
           50-60 % 27 26 325.6            17% 215 5.1% 20 114 7 -255
           40-50 % 28 27 421.1            22% 181 10.6% 19 113 9 -229
           30-40 % 57 54 388.4            20% 100 3.4% 45 43 12 -67
           20-30 % 122 104 212.4            11% 33 2.9% 66 21 56 -40
           10-20 % 252 43 24.8              1% 2 3.6% 20 11 173 -19
           10 % and less 124 0 -                0% 0 7.8% 0 - 73 -4
Safety Net Hospitals:Margin Net of DSH 
           Less than -25% 18 15 430.1            22% 278 -8.4% 6 167 12 -410
           -15 to -25% 17 16 123.4            6% 144 -6.7% 12 74 5 -103
           -5% to -15% 53 46 335.7            17% 108 -0.6% 29 94 24 -68
           -5% to 5% 112 105 537.8            28% 82 5.4% 85 48 27 -40
             5% to 15% 45 41 143.3            7% 67 13.4% 29 32 16 -93
            15% to25% 4 3 4.7                0% 42 20.0% 3 44 1 -10
            25% and higher 7 7 322.7            17% 277 41.6% 6 132 1 -7

             All Safety Net Hospitals 256 233 1,897.6         99% 122 6.7% 170 75 86 -105

Table 7.5
Distribution of Joint DSH Funds Based on Inpatient Days

 Attributable to Medicaid, Local Indigent Care, Self and No-charge Patients
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Comparison of Current and Alternative DSH Policies 
 

Table 7.4 summarizes the results of our analysis of the current distribution of DSH 
payments to the hospitals in the HCUP file. Most of the hospital categories in the first column 
are self-explanatory. The grouping of hospitals by the percentage of low-income patient days is 
based on the proportion of low-income patient days attributable to Medicare SSI, Medicaid, local 
indigent care programs, self-pay and no-charge patients. The safety net hospitals category 
includes all hospitals with at least 20 percent of their inpatient days attributable to low-income 
patients. The 20% threshold derives from the 15% threshold used in the Medicare program based 
solely on Medicare SSI and Medicaid inpatient ratio plus 5% for uninsured patients. These 
hospitals are grouped by their total margin net of DSH payments.  

We eliminated 8 hospitals from our simulations because we did not have margin data for 
them. In total, 492 of the remaining 632 hospitals received DSH payments from Medicare and/or 
Medicaid. The total margin net of DSH (Medicare plus the federal share of Medicaid) was 2.0% 
and the total margin with DSH was 5.7%. The total margin with DSH is about 1% higher than 
the margin we found for all hospitals in our analysis file in our Chapter 5 analysis (4.7%). In 
particular, the county-owned hospitals in the full analysis file had a total margin with DSH of 
5.0% compared to 12.9% in the HCUP analysis file. This may be indicative of the uniqueness of 
each state’s DSH program and the danger of using selected states to draw national conclusions 
about DSH payments.  Safety net hospitals accounted for 45% of adjusted inpatient days and 
received 88% of the DSH funds. Safety net hospitals with total margins net of DSH of 5% or 
higher received 20% of DSH funds. DSH payments were made to 73 hospitals with less than 
10% low-income patient days (which resulted from the Medicare DSH formula).  

We examined alternative DSH allocation policies using different combinations of the 
measures discussed in Chapter 6. For illustrative purposes, we present the results from a basic 
simulation that allocated DSH based on the hospital’s percentage of low-income days other than 
Medicare SSI days (Table 7.5). The allocation factor was based on the formula: 
 
(Medicaid+ local indigent care+ self + no-charge patients) -.15 x WI x adjusted inpatient days 
                          total inpatient days 
 
Because Medicare SSI patients were not included in the allocation policy, the patient percentages 
used to allocate funds are not the same as those used to establish each of the low-income patient 
categories in the first column. This explains why 23 safety net hospitals did not receive any DSH 
funds under the simulation. Overall, the number of hospitals that would receive DSH funds 
decreases from 492 to 276.   

• The percentage of DSH funds distributed to county-owned hospitals would decrease from 
33% to 27 %. The average payment per adjusted day (for all county-owned hospitals) 
would decline from $246 to $207 but these hospitals would continue to have higher than 
average total margins with DSH (10.5%). Non-profit hospitals would be the primary 
winners ($123.5 million). 

• Among teaching hospitals, those with 10-100 residents would lose $103.5 million in DSH 
funds. The gains are spread across the other teaching categories. 

• The hospitals with at least 60 percent low-income patient days (including Medicare SSI 
patients) would increase their share of DSH funds from 16 to 29%.  
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• Hospitals defined as safety net hospitals (at least 20 percent low-income patient days) 
would receive 99% of the DSH funds. Most of the redistribution would benefit those 
hospitals with total margins net of DSH in the –5.0% to +5.0% range. However, hospitals 
with margins in excess of 5.0% would increase their share of DSH funds from 19 to 24%. 

 
 

Table 7.6 
Correlation Between Selected DSH Allocation Policies and Net Income 

HCUP Analysis File: Safety Net Hospitals Only 
                           $ per Day 

 

Income 
Net of 
DSH 

Joint 
DSH 

Medicare 
DSH 

Medicaid 
DSH 

Sim 
A 

Sim 
B 

Sim 
C 

Sim 
D 

Sim 
E 

MEAN -32.82 74.68 59.50 15.18      
STD 203.64 123.36 85.76 40.11      
N 256 256 256 256      
Pearson’s Correlation Coefficient** 
Income Net of DSH 1 -0.48 -0.47 -0.49 -0.21 -0.19 -0.17 -0.27 -0.22 
Joint DSH 1 0.99 0.96 0.47 0.45 0.48 0.57 0.52 
Medicare DSH  1.00 0.91 0.48 0.45 0.49 0.58 0.52 
Medicaid DSH   1.00 0.40 0.44 0.44 0.50 0.49 
Sim A. All low-income days    1.00 0.92 0.90 0.77 0.87 
Sim B.  Days w/outMedicare SSI beneficiaries    1.00 0.97 0.79 0.89 
Sim C. Days w/out Medicare SSI beneficiaries with wage index adjustment  1.00 0.81 0.90 
Sim D. CMI-adjusted discharges w/out Medicare SSI beneficiaries   1.00 0.88 
Sim E. Charges w/out Medicare  SSI beneficiaries   1.00 
** All values with p<.0001 
 

We examined the relationship between the alternative DSH allocation factors and net 
income (Table 7.6). The purpose was two-fold: to determine if there are significant differences in 
the DSH funds that would be allocated to safety net hospitals under the alternative polices and to 
determine the extent to which the policies direct funds towards safety net hospitals that are 
financially vulnerable. Our measure of financial vulnerability was net income per day. We used 
the allocation factors without a threshold for DSH payments so that we could examine the 
relationship between each allocation factor (e.g. % low-income patients exclusive of Medicare 
SSI patients x wage index) and net income per day.  Ideally, we would have found a strong 
negative correlation between total income net of DSH and the allocation factor.  
The variables used to establish the allocation factors that we report in Table 7.6 are: 

• Simulation A: Proportion of inpatient days attributable to low-income patients. 
• Simulation B: Proportion of inpatient days attributable to non-Medicare low-income 

patients. 
• Simulation C: Proportion of inpatient days attributable to non-Medicare low-income days 

x wage index. This is the simulation reported in Table 7.5. 
• Simulation D: Proportion of discharges attributable to non-Medicare low-income 

patients. 
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• Simulation E: Proportion of inpatient charges attributable to non-Medicare low-income 
patients. 
There is no strong correlation between any of the allocation statistics and net income; 

however, the current Medicare and Medicaid DSH policies are more correlated with net income 
than any of the measures used in the alternative DSH policies (e.g. –0.48 for the joint DSH 
payment per day compared to -.17 for the Simulation C allocation policy). The allocation 
alternatives are strongly correlated with each other and moderately correlated with the current 
DSH policies.  
 
CONCLUSIONS 
 

There are several findings from the HCUP analysis that have import in designing a DSH 
allocation policy. First, it appears that the patient population (e.g., with or without Medicare SSI 
beneficiaries) included in the allocation statistic is more important than how the care provided to 
those patients is quantified. Ideally, the allocation statistic would take into consideration all low-
income patients. If this is not administratively feasible, using Medicaid patients only is 
preferable to “joint” days or the Medicare DSH patient percentage, both of which are less 
correlated with low-income patients.  

The different measures of the amount of care provided to a low-income population (days, 
discharges, or charges) are highly correlated. However, the choice could have implications for 
certain hospitals. Those which have a high volume of Medicaid maternity cases or shorter than 
average length of stay (e.g. California hospitals) would benefit if discharges were used instead of 
days as the measure of the proportion of care provided to low-income patients.  

The Medicare case mix index is not a good proxy for the hospital’s low-income patient 
case mix. In the absence of data on the case mix of low-income patients, days or charges should 
be used instead of discharges as the allocation statistic. 

Neither the current DSH allocation policies nor the alternatives that we examined in the 
analysis target DSH payments in a way that is strongly correlated with net income. This is an 
issue that warrants further investigation and understanding. The different Medicare formulae and 
the Medicaid DSH program’s flexibility may provide mechanisms to target financially 
vulnerable hospitals in a way that a single formula-driven allocation may not. Targeting 
financially vulnerable safety net hospitals may require taking into consideration more factors 
than the amount of care a hospital provides to low-income patients. 

Finally, the diversity of the Medicaid DSH programs makes it difficult to draw 
conclusions from an analysis of selected states. The lack of information on “new” Medicaid DSH 
funds further compounds the problem. Since we have data from only selected states- and not 
even all the hospitals in those states- we have not presented information on the redistributions of 
DSH payments that might occur across states under the alternative allocation policies. 
Nevertheless, it is important to not lose sight of the differences in DSH expenditures across states 
and the likelihood that a national allocation policy would result in substantial state-level 
redistributions as well as redistributions across classes of hospitals. 
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8: THREE STATE ANALYSIS OF ALTERNATIVE DSH POLICIES 
 
 In this chapter, we discuss the results of our analyses using the HCUP SID and detailed 
financial data for hospitals located in California, New York, and Wisconsin. We chose these 
states because they participate in HCUP, require uniform financial reporting systems, have 
different types of Medicaid DSH programs and, perhaps most importantly, hospital-specific 
information is available on intergovernmental transfers and other DSH contributions made by the 
hospitals. By linking the claims and financial data for the hospitals in these states, we are able to: 

• Trace the actual distribution of “new” Medicaid DSH funds. 
• Estimate funds retained by the states. 
• Assess how well the claims-generated measures of low-income patients correspond to 

measures generated from financial data (e.g. proportion of self-pay and no-charge 
patients relative to bad debt and uncompensated care); and,  

• Compare how well the current and alternative DSH allocation policies target financially 
vulnerable safety net hospitals. In this regard, we were able to examine how funds might 
be redistributed across classes of hospitals, but because only three states were involved, 
we could not estimate the redistributions that might occur across states under the different 
alternatives.  

 
OVERVIEW OF MEDICAID DSH PROGRAMS  
 
California 
 
 The California’s DSH program is funded entirely through federal match of 
intergovernmental transfers (IGTs) from public entities (county hospitals and the University of 
California clinics) to the Medi-Cal Inpatient Adjustment Fund. The amount of IGTs paid by a 
public entity is based on the ratio of the hospital’s projected DSH payments to that of all public 
hospitals and is increased by their pro-rata obligation for all DSH payments to private hospitals. 
The IGTs, less a state administrative fee, is subject to federal matching.  

DSH funding is restricted to hospitals that meet the minimum federal requirements for 
DSH payments, i.e., either have a Medi-Cal inpatient hospital utilization rate at least one 
standard deviation above the statewide mean or a low-income utilization rate in excess of 25 
percent (with at least one percent Medi-Cal utilization). The low-income utilization rate is 
defined as the proportion of revenue attributable to Medi-Cal and charity care.  
 The DSH funds are distributed to eligible hospitals using a per diem formula that takes 
into account the type of hospital (public, private, and those converted from public to private) and 
the hospital’s low- income utilization rate. The per diem amount rewards Medi-Cal days more 
heavily than charity care and increases with the hospital’s low-income utilization rate. The 
hospital’s projected DSH payment is capped by the OBRA 93 limits (see Chapter 1) and any 
funds that are not expended in the base payments are distributed through supplemental payments 
to the remaining DSH hospitals.  
  
New York 
  
The New York Health Care Reform Act (HCRA) substantially deregulated the state’s inpatient 
hospital rate system effective January 1, 1997 but continued to require non-Medicare payers to 
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make surcharge payments to subsidize indigent care and other health care initiatives31. The 
surcharges vary by payer and are lower if the payer makes payments directly to the indigent care 
pool instead of the hospital remitting the surcharge amounts. The indigent care pool is also 
funded by provider taxes of 1% of inpatient gross receipts from all hospitals and a 0.7% 
assessment on gross receipts from all patient services from distressed hospitals. The payer and 
hospital contributions to the fund qualify for federal DSH matching funds.  

1998 marked the mid-way transition from the pre-HCRA indigent pool to HCRA.  The 
anticipated funding level for the indigent care pool was  $738 million but full funding did not 
occur. Most hospitals received 25% of their 1996 distribution from the old indigent care pool and 
75 percent of a new payment scale. The formula for distributing the indigent care pool under the 
new scale is based on a hospital’s uncompensated care needs. Need for general hospitals is 
defined as losses from bad debts (reduced to costs) and the costs of charity care expressed as a 
percentage of reported costs. Hospitals must have at least 0.5% need to qualify for funds. Funds 
are distributed using a sliding scale: 
 

Targeted 
Need Percentage 

% Reimbursement Attributable 
     to that Portion of Need 
 

0 to .5%   60% 
>.5 to 2%   65% 
> 2 to 3%   70% 
> 3 to 4%   75% 
> 4 to 5%   80% 
> 5 to 6%   85% 
> 6 to 7%   90% 
> 7 to 8%   95% 

> 8% 100% 
 
Some funds were reserved from the pool for adjustments to non-public hospitals whose need was 
greater than 4% of reported costs and were distributed based on the hospital’s share of aggregate 
need over 4%. Also, special phase-in provisions applied to non-public financially distressed 
hospitals and major public hospitals. 32 Taxes for distressed hospitals were phased-in with 25% 
owed in 1998. 
 
Wisconsin 
  
Wisconsin supports its Medicaid DSH program through general revenues so that, unlike the 
California and New York DSH programs, all DSH funds are “new” money to the hospitals. 
Hospitals qualify for DSH payments if they meet the federal minimum requirements for DSH 
payments. The DSH payment is incorporated into a hospital-specific diagnosis-related per 
discharge payment for inpatient services provided to Medicaid beneficiaries.   

                                                 
31A surcharge is also used to fund graduate medical education.  
32 The Health Care Reform Act of 2000 provided that tobacco settlement funds be used to fully fund the indigent 
care pool and added supplemental adjustments for rural and high need non-public hospitals ($82 million) and for 
indigent care at teaching hospitals ($27 million).  
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• For community hospitals with a high Medicaid utilization rate, the DSH formula ranges 
from a minimum 3% adjustment to a 5.5% adjustment to the hospital with the highest 
Medicaid utilization rate.33  

• The low-utilization rate is the sum of the hospital’s total payments from the Medicaid 
program and local indigent care subsidies as a percentage of net revenues plus the 
percentage of the hospital’s gross revenues attributable to charity care. Courtesy care and 
bad debt are excluded from the definition of charity care. The DSH adjustment factor is: 

 
Low income utilization rate Adjustment percentage  

25.0%- 43.99%   3.0% 
44.0%-62.99%   3.5% 
63.0%-81.99%   4.0% 
82.0% and greater   4.5% 

 
FINANCIAL DATA  
 
California  
  

California hospitals are required to submit Annual Disclosure Reports containing 
financial and statistical information within four months of the close of the hospital’s fiscal year. 
The Office of Statewide Health Planning and Development produces an electronic data file that 
contains selected information from the annual reports. We used the data submitted by the 
hospitals for fiscal years ending in 1998. The file contains 455 hospital reports, of which 383 are 
for hospitals classified as general acute care by the state. This includes cancer hospitals and 
children’s hospitals that are excluded from the Medicare prospective payment system. The most 
common fiscal year ends are June 30 (39%) and December 31 (30%).   
The report uses five payer categories: Medicare, Medi-Cal, County Indigent Programs, Other 
Third Parties (includes contractual purchasers and indemnity payers) and Other Payers. Medi-Cal 
patients enrolled in Medi-Cal HMOs are included in the Other Third Parties category. The 
County Indigent Programs category includes all patients for whom the county is responsible. The 
Other Payer category includes all patients not covered by a third party payer and includes self-
pay patients and indigent patients who are not a county responsibility (CA OSHPD, 2000). While 
gross revenues by payer are reported separately for inpatient and outpatient services, information 
on contractual allowances and bad debt by payer is combined for inpatient and outpatient 
services. Key data that we used included the following: 

• Gross revenues. Revenues by payer are collected separately for inpatient and outpatient 
services. Since Medi-Cal patients enrolled in HMOs are in the Other Third Parties 
category, Medicaid revenues are understated. About 51 percent of Medicaid enrollees are 
in managed care (KFF, 2002).  

• Medicaid shortfalls. These can be determined only for fee-for-service enrollees only. The 
report provides information on Medicaid gross patient revenues, Medi-Cal contractual 
adjustments, and net revenues (gross revenues less contractual allowances and other 
deductions from revenue, including charity care and bad debt related to Medi-Cal non-
managed care enrollees).  

                                                 
33 The 3% minimum is increased to 11% for qualifying IMDs with an average length of stay that exceeds 60 days for 
Wisconsin Medicaid recipients.  
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• Bad debt and uncompensated care. Bad debt is reported as a deduction from revenue and 
is not included in operating expense. A single line item is reported for bad debt.  

• Medicaid DSH payments. Medicaid DSH payments are reported as a credit to Medicaid 
contractual adjustments. DSH funds transferred from the hospitals to a related public 
entity (i.e. intergovernmental transfers) are reported as a non-operating expense.        

 
The California Association of Public Hospitals provided us with additional information 

on federal fiscal year 1998 DSH payments and IGTs.  
  
New York  
  

New York hospitals file an annual institutional cost report with the New York State 
Department of Health. The cost report collects utilization and revenue information for 14 payer 
categories, including separate categories for Medicaid fee-for-service enrollees, Medicaid 
managed care enrollees, self-pay, charity care and courtesy care patients. Not all categories 
(including Medicaid HMO) are used consistently. Gross revenues, net revenues and bad debt by 
payer are reported by type of service. We used data from the reports filed for calendar year 1998 
(the fiscal year for all hospitals is 1/1/98-12/31/98). The cost report also collects information on 
the hospital’s contributions to the indigent care pool, the DSH payments that it received, and its 
DSH cap. The Greater New York Hospital Association provided us with an electronic file with 
selected data from the institutional cost report that also had supplemental information from the 
Department of Health on indigent care pool distributions.  Key data that we used included the 
following: 

• Gross revenues by payer. While the cost report provides for separate reporting of 
Medicaid fee-for-service and managed care revenues, the file we obtained did not include 
Medicaid managed care revenues in the Medicaid revenue data because of inconsistent 
reporting. Information on Medicaid managed care enrollees is often combined with data 
for other HMO enrollees.  About 25 percent of Medicaid enrollees in New York are in 
managed care (KFF, 2002).  

• Medicaid shortfalls. We could only determine the shortfalls for Medicaid fee-for-service 
enrollees.  

• DSH payments. DSH distributions are reported as separate line items and are not included 
in Medicaid patient revenues. DSH provider assessments and contributions on behalf of 
third-party payer are also reported as separate line items. We did not include the latter in 
determining “new” DSH since the funds are essentially a “pass-through” from third–party 
payers that do not contribute directly to the indigent care pool.  

• Bad debt and uncompensated care. Bad debt net of recoveries is reported by payer class 
by type of service.  There are separate revenue lines for self-pay, charity care and 
courtesy care.  

 
Wisconsin  
  

All non-federal hospitals in Wisconsin are required to submit audited financial data to the 
Bureau of Health Information within 120 days after the end of their fiscal year. The information 
is available electronically in a public use file. We combined the data submitted for hospital fiscal 
years ending in calendar year 1997 and 1998 to develop FY1998 financial information for each 
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acute care hospital (based on the number of months covered by the respective reports that 
occurred during FY1998). Key data that we used included the following: 

• Gross revenues by payer. Medicare and Medicaid managed care gross revenues are 
reported as specific line items. Gross charges billed to county general relief and self-pay 
patients are separately reported. Gross revenues billed to non-Wisconsin Medicaid 
programs are combined with billings to other government programs such as CHAMPUS 
and VA and are not included in our measure of low-income patient revenues. 

• Medicaid shortfalls. Total Medicaid payments are separately reported for Medicaid fee-
for-service and managed care enrollees. No breakdown is provided between inpatient and 
outpatient services. Disproportionate share payments are not separately identified from 
other Medicaid patient revenue.  

• Uncompensated care and bad debt. Charity care is measured on the basis of revenue 
foregone at full-established rates. Courtesy allowances and employee discounts are 
separately reported. Charges written off as bad debts are reported as an expense.    

 
 
VARIABLES 
 
Low-Income Patient Utilization 
 
We used the HCUP 100% SID files for calendar year 1997 to construct measures on the 
percentage of inpatient days and discharges attributable to low-income patients. We were 
concerned that the claims data might under-report the number of inpatient days and that our 
measure of Medicaid patients in the CA and New York financial data did not include Medicaid 
managed care enrollees. To adjust for this in our estimate of low-income utilization, we applied 
the HCUP percentages to the total inpatient days reported in the financial data.  
 
Medicaid shortfall 
 
 To define the Medicaid shortfall, we first estimated Medicaid costs by applying an 
overall cost-to-charge ratio to Medicaid gross charges. We then estimated the amount received or 
receivable from the Medicaid program (gross charges less contractual allowances) net of any 
DSH amounts reported as Medicaid patient revenue (or, in the case of WI, the amount reported 
by the state for FY1998). By subtracting only the contractual allowances, bad debts attributable 
to Medicaid patients are included with other bad debts.    
 
Uncompensated care and bad debt 
  
 We estimated the costs of uncompensated care and bad debts by applying the hospital’s 
cost-to-charge ratio to the gross charges reported for charity care and the amounts reported as 
bad debt.  
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Financial risk 
 
 We defined the hospital’s financial risk as the sum of its Medicaid (fee-for-service) 
shortfalls, bad debt, and uncompensated care costs. We measured the hospital’s financial risk per 
adjusted day and as a percentage of operating costs.  
 
Total margin net of “new” DSH 
 
 We were interested in estimating what the hospital’s margin would have been in the 
absence of DSH payments. We subtracted actual Medicare DSH payments and, for Wisconsin 
hospitals, the amounts reported by the state in FY1998 Medicaid DSH payments from net 
income.  For New York and California hospitals, we subtracted the hospital’s “new” Medicaid 
DSH payments, i.e. the difference between the DSH payments it received and its contributions to 
the DSH fund from net income. We calculated total margins (operating and non-operating) for 
California and Wisconsin hospitals net of “new” DSH. Our information for New York hospitals 
was limited to operating margins.  
   
METHODS 
 
Simulations  
 
 Drawing from the models discussed in Chapter 6, we simulated alternative policies for 
determining eligibility to receive DSH funds and how the funds would be allocated to eligible 
acute care facilities. We performed separate simulations for each state so that only intra-state 
redistributions occur and there are no inter-state redistributions. Total DSH funding in each 
alternative is the sum of the estimated Medicare payments using current law rules and the federal 
share of DSH payments to the hospitals in the simulation. Hospitals that are excluded from the 
Medicare prospective payment system and any Medicaid DSH funds that they received were not 
included in the simulation. In addition, there were a number of acute care hospitals that we were 
unable to match with our analysis file, including the New York Health and Hospitals Corporation 
facilities and several other large safety net hospitals (Table 8.1).  

  
 

Table 8.1 
Summary of State Financial Data 

Merged With HCUP/Medicare Cost Report Analysis File 
 
 California New York Wisconsin 
Period covered by state financial 
reports 

Hospital fiscal years 
ending in CY1998 

CY1998 FY1998 

N acute care hospitals in report 383 210 128 
Medicare participating acute care 
hospitals in analysis file 

383 220 125 

N hospitals matched to analysis file 313 188 113 
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Our baseline comparison is the distribution of current law Medicare funds and  “new” 
Medicaid DSH funds. Since Medicaid “new” DSH and the federal share of DSH are not the 
same, total DSH funds to the hospitals changed between the current law baseline simulation 
using “new” DSH and the alternative policy simulations using the federal share of DSH.  

Below, we report on the results for four basic simulations designed to show the 
implications of some of the policy choices regarding the measure used to define eligible hospitals 
and alternative allocation policies. The simulation parameters are summarized in Table 8.2 and 
reflect policies that focus increasingly on hospitals with the most financial risk. Simulation A 
uses the same allocation policy as we used for the HCUP simulation in Chapter 7. It uses the 
proportion of non-Medicare inpatient days as the low-income patient measure. Simulation B 
allocates funds based on gross revenues attributable to patients covered by Medicaid and local 
indigent care programs, self-pay and charity care patients. It uses a lower threshold because 
Medicare SSI patients are not included in the measure. Simulation C uses financial risk as a 
percentage of operating costs as the LIP measure and has a 5% threshold. Simulation D also uses 
financial risk but uses a sliding scale to target additional funds to hospitals with the highest 
proportion of financial risk.  
 
 

 
Table 8.2 

Simulations Using 3-State Data 
 
Simulation Type of Measure Allocation Factor 
A Inpatient 

utilization 
(% Non-Medicare LIP days-15%) x 
adjusted days x WI 

B Gross revenue (%Non-Medicare LIP GR-15%) x 
adjusted days x WI  

C Financial risk (FR as % operating cost – 5%) x 
adjusted days x WI 

D Financial risk (FR as % operating cost – 5%) x 
adjusted days x WI x scaling factor34 

 
.  
Bi-variate Analysis  
 
 We used simple correlations to compare the relationship between the allocation factors 
used in the simulations and a hospital’s financial risk. We also looked at other issues, such as 
relationship between financial risk and total margins and the relationship between utilization 
measures of care for low-income patients and revenue measures.  
 

                                                 
34 The formula is: 

• If FR GE .05 and LT .10, scaling factor = (FR-.05)*.2 
• If FR GE .10 and LT .15, scaling factor = (.01 + (FR-.10)*.3 
• IF FR GE .15 and LT .20, scaling factor = (.025 + (FR-.15)*.4 
• IF FR GE .20, scaling factor  = (.045 + (FR-.20)*.5 
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RESULTS 
 
California 
 

Based on the information provided by the California Public Hospital Association, the 
FFY 1998 DSH payments reported by the state to CMS included both state fiscal year (SFY) 
1997 supplemental DSH payments and SFY1998 base and supplemental payments (Table 8.3). 
The DSH payments were supported by $1.3 billion in intergovernmental transfers, so that the net 
gain to hospitals was $1.1 billion. The state retained $162.8 million of the funds (the difference 
between the federal share and the “new” DSH amounts).    
 
 
 

 
Table 8.3 
California FY1998  Medicaid DSH Payments 
 All Hospitals 

(millions $) 
Hospitals in 
Analysis file 
(millions $) 

FFY DSH Payments    
   9/30/97 SFY Supplemental Payments    293.2     254.8 
  SFY 1998 Base Payments  1,750.0 1,601.7 
   9/30/98 Special Supplemental Payments   405.0 353.7 
  Total FY1998 Payments  2,448.2  2,210.2 
Total Intergovernmental Transfers 1,356.7 1,337.6 
Net FY1998 “New” DSH Payments 1,091.4 872.6 
Federal Share 1,254.2 1,132.3 
Funds Retained by State    162.8 N/A 
Source: California Public Hospital Association 

              
 

Among the acute care hospitals in our analysis file, 82 hospitals received $2.2 billion of 
the Medicaid DSH payments reported for FFY 1998. Eighteen acute care hospitals that are 
missing from our database received $125 million in DSH payments; specialty hospitals and 
institutions for mental disease accounted for the remaining DSH payments ($112 million). The 
multiple payments within the same FFY affected our analysis results. Depending on the 
hospital’s fiscal year end, it may report SFY1997 payments only or both SFY 1997 and 1998 
payments. We did not have the resources to examine how significant a problem this might be. In 
the aggregate, the hospital-level financial data showed slightly lower total Medicaid DSH 
payments and IGTs than the state’s FY1998 data. The  “new” DSH estimate is slightly higher. It 
appears that most hospitals are reporting multiple SFY payments, which has the effect of 
portraying the Medicaid DSH payments as being higher than they are on average over several 
years. If we had constructed our baseline using only the SFY 1998 payments, the federal share of 
Medicaid DSH payments would have been  $1,001.8 million, or about 10 percent lower than the 
amount used in the baseline for our simulations.   
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Table 8.4 
Combined DSH Payments for CA Hospitals in Analysis File 

 
 Amounts 

reported for 
hospital FY 
ending in 1998 
(millions $)1 

Amounts 
reported for  
FFY 1998   
(millions $)2 

Medicare DSH Payments   N/A 
   N Hospitals Receiving Payments 274  
   Current law DSH Payments 777.4  
Medicaid DSH Payments   
  N Hospitals Receiving Payments 82 82 
  Reported DSH Payments 2,153.8 2,210.2 
  Reported IGTs 1,217.5 1,337.6 
  “New” DSH Payments 936.3 872.6 
  Federal Share of DSH Payments 1,103.4 1,132.3 
Total DSH Payments for Simulations 1,880.8 N/A 
1Source: CA hospital annual financial data for report periods ended in 1998 
2Source: CA Public Hospital Association 

 
In Table 8.5, we report the results of our analysis of the current distribution of DSH 

payments across classes of California hospitals. Most hospital classes in the table are self-
explanatory. The safety net hospitals are those with at least 20 percent of their inpatient days 
attributable to low-income patients (Medicare SSI, Medicaid, local indigent care programs, self-
pay and charity care days based on our HCUP analysis). Hospitals are classified into groupings 
based on their margins net of Medicare and ‘‘new” Medicaid DSH funds. Financial risk  
(Medicaid shortfalls, bad debt and uncompensated care) totaled $2.4 billion, or $134 per adjusted 
day. The dollar-weighted total margin net of DSH payments was –0.4%.  

• Financial risk was concentrated in the large urban hospitals (79%). Rural hospitals bore 
only 3% of the financial risk.   

• County hospitals bore 33% of the financial risk and had a –8.8% total margin net of DSH 
payments.  

• Although the major teaching hospitals (those with 250 or more residents) bore 19% of the 
financial risk, they also had higher margins net of DSH payments (2.5%).  Factors such 
as the Medicare indirect teaching adjustment and non-operating revenues are likely to be 
contributing to their relatively higher margins. Hospitals with smaller teaching programs 
had negative margins. 

• On average, hospitals with less than 20 percent of their adjusted patient days or revenues 
attributable to low-income patients had positive margins while those with a higher 
proportion of low-income patients had negative margins. However, about a quarter of the 
safety net hospitals (45 of 198) had margins that were 5% or higher. The two safety net 
hospitals with margins greater than 25% had negative financial risk: their combined net 
revenues for Medicaid patients and uncompensated care exceeded the estimated costs of 
that care by an average of $169 per day. 



RAND  9/27/02 82

 Table 8.5 
CA  Hospital Financial and Utilization Data 

 for Reporting Periods Ending in 1998  

 
N of 

Hospitals 
Adjusted 
Inp Days 

% 
Adj. Inp  

Days 

Financial 
Risk 

$ 
% of  

Fin Risk 

 Fin Risk 
per Adj 

 Day ($) 

Margin 
Net of  
DSH 

All Hospitals 313 18,082,036 100% 2,423,193,429 100% 134 -0.4% 
By Geographic Area        
        Urban 273          17,184,252  95% 2,352,826,915 97% 137 -0.5% 
                Large Urban 187          13,307,536  74% 1,922,247,650 79% 144 -0.7% 
                Other Urban 86           3,876,715  21% 430,579,265 18% 111 0.4% 
        Rural 40              897,785  5% 70,366,514 3% 78 3.7% 
        Urban By Bedsize        
                0-49 beds 20 367,014 2% 15,890,109 1% 43 1.8% 
                50-99 beds 41 976,628 5% 112,498,784 5% 115 3.4% 
                100-199 beds 83 3,244,026 18% 422,688,378 17% 130 -3.4% 
                200-299 beds 52 3,423,606 19% 418,529,766 17% 122 -3.1% 
                300-499 beds 57 5,761,176 32% 625,795,639 26% 109 2.5% 
                500 or more beds 20 3,411,802 19% 757,424,238 31% 222 -2.1% 
        Rural By Bedsize        
                0-49 beds 23 395,567 2% 24,864,851 1% 63 3.4% 
                50-99 beds 12 278,896 2% 30,435,631 1% 109 2.6% 
                100-149 beds 5 223,323 1% 15,066,032 1% 67 5.4% 
                150 or more beds 0       
Type of Ownership        
                State government 2 243,909 1% 51,816,657 2% 212 1.6% 
                County or local  government 28 2,227,280 12% 804,820,928 33% 361 -8.8% 
                Gov. - hosp. dist. 54 2,128,610 12% 167,569,697 7% 79 1.0% 
                Not-for-profit 158 10,921,937 60% 1,171,549,582 48% 107 0.4% 
                For-profit 71 2,560,300 14% 227,436,565 9% 89 3.5% 
Teaching Status        
                Non- teaching 248 11,486,410 64% 1,006,508,933 42% 88 1.5% 
                Fewer than 10 residents 23 1,533,976 8% 164,970,018 7% 108 -0.2% 
                Residents >10 and <100 28 2,590,879 14% 550,885,896 23% 213 -7.1% 
                Residents => 100 and < 250  7 1,102,966 6% 250,652,629 10% 227 -6.3% 
                Residents => 250 7 1,367,805 8% 450,175,952 19% 329 2.5% 
Low-Income Patient Gross Days as % of Total Days         
                More than 60% 39 3,068,880 17% 970,100,437 40% 316 -7.1% 
               50-60 % 16 607,288 3% 86,229,364 4% 142 -5.7% 
                40-50 % 24 1,477,304 8% 177,863,809 7% 120 -7.1% 
                30-40 % 42 2,120,914 12% 250,717,411 10% 118 -1.4% 
                20-30 % 77 4,763,302 26% 580,986,208 24% 122 1.2% 
                10-20 % 80 4,252,124 24% 288,178,827 12% 68 2.2% 
               10 % and less 35 1,792,225 10% 69,117,372 3% 39 10.3% 
Low-Income Patient Gross Revenues as % of Total 
Patient Revenues        
                More than 60% 24       2,014,472.40  11% 763,768,117 32% 379 -9.1% 
               50-60 % 13          577,507.01  3% 73,236,676 3% 127 -3.1% 
                40-50 % 27       1,190,450.53  7% 174,618,026 7% 147 -10.1% 
                30-40 % 31       1,527,190.73  8% 206,587,714 9% 135 -0.4% 
                20-30 % 71       3,834,293.23  21% 404,207,568 17% 105 -2.3% 
                10-20 % 89       5,426,818.93  30% 596,529,603 25% 110 1.4% 
               10 % and less 58       3,511,303.65  19% 204,245,724 8% 58 5.9% 
Financial Risk         
                More than 25 % 20       1,202,595.73  7% 545,086,293 22% 453 -21.6% 
                20-25 % 16          891,060.10  5% 284,265,601 12% 319 -4.5% 
                15-20 % 20          991,451.01  5% 192,929,600 8% 195 -3.0% 
                10-15 % 68       3,705,623.66  20% 602,023,352 25% 162 -2.7% 
                5-10 % 97       5,760,578.53  32% 606,561,342 25% 105 1.1% 
                0-5 % 80       4,999,405.78  28% 211,062,860 9% 42 4.3% 
               None 12          531,321.66  3% -18,735,619 -1% -35 12.7% 
Safety Net Hospitals: Margin Net of DSH         
                Less than -25% 23       1,052,507.08  6% 314,089,338 13% 298 -43.7% 
                 -15 to -25% 19          892,964.84  5% 203,041,031 8% 227 -19.9% 
                -5% to -15% 46       3,063,287.34  17% 465,821,954 19% 152 -9.0% 
               -5% to 5% 65       4,444,107.40  25% 665,268,185 27% 150 0.5% 
               5% to 15% 38       2,261,664.95  13% 389,918,082 16% 172 8.5% 
                From 15% to25% 5          299,458.74  2% 31,771,749 1% 106 17.4% 
                25% and higher 2           23,697.47  0% -4,013,112 0% -169 30.0% 
             All Safety Net Hospitals 198     12,037,687.83  67% 2,065,897,229 85% 172 -2.8% 
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  Table 8.5 (con't) 
  CA Hospitals for Reporting Periods Ending in 1998 
  Medicare Current Law and Medicaid "New" DSH Funds 
 N of 

Hospitals 
N Receiving 

DSH 
Joint DSH Funds 

$ 
% of DSH 

New  Funds 
DSH To Fin 

Risk 
Margin w/ 
Medicare 

DSH 

Margin w/ 
Medicaid  

DSH 

Margin w/ 
Joint DSH 

All Hospitals 313 269 1,693,149,347 100% 0.70 2.6% 3.3% 6.0% 
By Geographic Area 
        Urban 

273 249 1,685,890,559 100% 0.72 2.5% 3.3% 6.1% 

                Large Urban 187 174 1,409,825,751 83% 0.73 2.4% 3.3% 6.2% 
                Other Urban 86 75 276,064,808 16% 0.64 3.1% 3.2% 5.7% 
        Rural 40 20 7,258,788 0% 0.10 4.2% 4.0% 4.5% 
        Urban By Bedsize         
                0-49 beds 20 15 3,253,217 0% 0.20 2.4% 2.5% 3.1% 
                50-99 beds 41 31 29,236,906 2% 0.26 4.6% 4.4% 5.6% 
                100-199 beds 83 75 225,462,287 13% 0.53 0.4% -1.2% 2.4% 
                200-299 beds 52 51 367,220,128 22% 0.88 0.4% 2.2% 5.3% 
                300-499 beds 57 57 497,427,294 29% 0.79 5.6% 5.0% 7.9% 
                500 or more beds 20 20 563,290,728 33% 0.74 0.7% 4.0% 6.5% 
        Rural By Bedsize         
                0-49 beds 23 8 2,544,852 0% 0.10 3.7% 4.0% 4.3% 
                50-99 beds 12 9 3,120,316 0% 0.10 3.2% 2.9% 3.5% 
                100-149 beds 5 3 1,593,620 0% 0.11 6.0% 5.4% 6.0% 
                150 or more beds 0        
Type of Ownership         
                State government 2 2 37,226,487 2% 0.72 4.6% 5.8% 8.6% 
                County or local  government 28 24 661,681,936 39% 0.82 -6.6% 7.5% 9.0% 
                Gov. - hosp. dist. 54 36 51,586,310 3% 0.31 3.3% 1.1% 3.4% 
                Not-for-profit 158 144 748,487,855 44% 0.64 3.5% 1.9% 5.0% 
                For-profit 71 63 194,166,759 11% 0.85 6.9% 5.6% 8.9% 
Teaching Status         
                Non- teaching 248 204 561,972,248 33% 0.56 4.3% 2.6% 5.3% 
                Fewer than 10 residents 23 23 164,959,412 10% 1.00 4.8% 2.5% 7.2% 
                Residents >10 and <100 28 28 368,647,515 22% 0.67 -3.5% -0.1% 3.0% 
                Residents => 100 and < 250  7 7 308,161,514 18% 1.23 -3.7% 5.6% 7.7% 
                Residents => 250 7 7 289,408,658 17% 0.64 4.3% 8.6% 10.2% 
Low-Income Patient Gross Days as % of Total Days     
                More than 60% 39 39 920,532,246 54% 0.95 -3.1% 7.1% 10.1% 
               50-60 % 16 16 152,038,275 9% 1.76 0.8% 6.8% 11.9% 
                40-50 % 24 24 172,082,921 10% 0.97 -1.0% -3.4% 2.3% 
                30-40 % 42 39 174,363,469 10% 0.70 3.9% -0.2% 5.0% 
                20-30 % 77 67 204,145,026 12% 0.35 4.0% 1.2% 4.0% 
                10-20 % 80 64 68,738,158 4% 0.24 3.4% 2.2% 3.4% 
               10 % and less 35 20 1,249,252 0% 0.02 10.3% 10.3% 10.3% 
Low-Income Patient Gross Revenues as % of Total 
Patient Revenues 

       

                More than 60% 24 23 655,615,866 39% 0.86 -6.9% 8.3% 9.8% 
               50-60 % 13 11 75,587,215 4% 1.03 2.2% 4.6% 9.1% 
                40-50 % 27 25 236,819,840 14% 1.36 -3.3% 2.2% 7.6% 
                30-40 % 31 25 194,771,046 12% 0.94 4.2% 3.7% 7.9% 
                20-30 % 71 60 265,383,520 16% 0.66 2.6% -1.1% 3.8% 
                10-20 % 89 79 221,037,541 13% 0.37 4.0% 1.4% 4.0% 
               10 % and less 58 46 43,934,319 3% 0.22 6.6% 5.9% 6.6% 
Financial Risk          
                More than 25 % 20 19 417,286,265 25% 0.77 -18.0% 1.5% 3.8% 
                20-25 % 16 15 224,877,568 13% 0.79 -1.6% 9.5% 11.7% 
                15-20 % 20 20 137,116,703 8% 0.71 1.5% 3.6% 7.5% 
                10-15 % 68 61 418,549,503 25% 0.70 1.8% 1.2% 5.3% 
                5-10 % 97 84 272,990,022 16% 0.45 4.1% 1.4% 4.3% 
                0-5 % 80 60 174,922,184 10% 0.83 5.8% 5.1% 6.6% 
               None 12 10 47,407,102 3% -2.53 16.2% 15.1% 18.4% 
Safety Net Hospitals: Margin Net of DSH      
                Less than -25% 23 23 405,544,181 24% 1.29 -34.0% -7.6% -2.1% 
                 -15 to -25% 19 19 176,190,756 10% 0.87 -12.7% -7.3% -1.4% 
                -5% to -15% 46 44 323,871,810 19% 0.70 -3.7% -4.9% 0.0% 
               -5% to 5% 65 62 449,080,422 27% 0.68 3.9% 3.6% 6.9% 
               5% to 15% 38 31 231,307,072 14% 0.59 10.9% 10.9% 13.2% 
                From 15% to25% 5 4 36,794,758 2% 1.16 20.8% 20.5% 23.7% 
                25% and higher 2 2 372,939 0% -0.09 30.4% 30.1% 30.5% 
             All Safety Net Hospitals 198 185 1,623,161,937 96% 0.79 1.3% 2.6% 6.3% 
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In total, 269 of the 313 hospitals in the CA analysis file received DSH funds from either Medicare or 
Medicaid or both programs. The joint new DSH funds (Medicare DSH payments and Medicaid “new” 
DSH payments) totaled $1.69 billion and resulted in total margins of 6.0%. Overall, the ratio of DSH 
payments to financial risk was .70.35  

• The ratio of DSH to financial risk was only .10 for rural hospitals compared to .72 for urban 
hospitals.  

• Facilities owned by county or local government (not including hospital districts) received 39% of 
the funds. Medicare DSH payments to these facilities had far less impact on their average margin 
(increasing it from –8.8% to –6.6%) compared to Medicaid DSH payments (which increased 
margins to 9.0%).  

• Facilities owned by hospital districts did not make intergovernmental transfers to fund the 
Medicaid DSH program. They bore 7% of the financial risk but received only 4% of the new 
DSH funds, primarily from the Medicare program. Both their ratio of DSH to financial risk (.31) 
and average margin including DSH payments (3.4%) was considerably lower than other 
hospitals.   

• For the most part, DSH payments appear to be targeted toward safety net hospitals. Safety net 
hospitals (those with low-income patient ratios of 20% or higher receive 96% of DSH funds. In 
general, hospitals with a relatively high percentage of low-income adjusted patient days or gross 
revenues have higher ratios of DSH to financial risk. Than hospitals that have proportionately 
fewer low-income patients.  

• There is some evidence, however, that improvements could be made in how the funds are 
targeted toward those safety net hospitals that are most financially vulnerable. Three percent of 
DSH funds are going to hospitals that do not incur financial risk and 16% are received by safety 
net hospitals with total margins net of DSH that are 5% or higher.  

Table 8.6 summarizes the results of selected simulations of alternative DSH allocation policies. More 
detailed results for these simulations are reported in Appendix D. The allocation formulae used in the 
simulations are: 

• Simulation A: (% Non-Medicare LIP days -15%) x adjusted days x WI 
• Simulation B: (% Non-Medicare LIP GR-15%) x adjusted days x WI 
• Simulation C: (FR as % operating cost – 5%) x adjusted days x WI 
• Simulation D: (FR as % operating cost – 5%) x adjusted days x WI x scaling factor 

. The simulations use Medicare payments and the federal share of DSH as the baseline. Since the state 
retained some DSH funds, the DSH baseline for the simulations is higher ($1.88 billion) and, as a result, 
overall margins are higher in the simulations than in Table 8.4 (6.7% vs. 6.0%).  Simulation A 
concentrates DSH payments on hospitals with 15 percent of their inpatient days attributable to low-
income patients (The measure is derived from HCUP data and includes inpatient days attributable to 
Medicaid, local government indigent care programs, and self-pay patients. It excludes Medicare SSI 
days and therefore is not the same measure as the one used to establish the hospital classes by proportion 
of low-income inpatient days).  Hospitals with more than 40% low-income patient days would on 
average receive payments in excess of their financial risk. Six hospitals with no financial risk would 
receive 2 percent of DSH funds and 35 safety net hospitals with margins greater than 5% would receive 
24 percent of DSH funds (Table D.1A in Appendix D). 

                                                 
35 We were unable to match 13  hospitals in our analysis file with CA financial data. We eliminated  the hospitals so that we 
would have a matched set of hospitals across the simulations.   
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N of N DSH To Margin N DSH To Margin N DSH To Margin N DSH To Margin N DSH To Margin

Hospitals Paid Fin Risk w/ DSH Paid Fin Risk w/ DSH Paid Fin Risk w/ DSH Paid Fin Risk w/ DSH Paid Fin Risk w/ DSH

DSH DSH DSH DSH DSH

All Hospitals 313 269 0.70 6.0% 204 0.78 6.7% 199 0.78 6.7% 221 0.78 6.7% 221 0.78 6.7%

More than 60% 39 39 0.95 10.1% 39 1.25 14.4% 39 1.24 14.3% 35 0.94 9.9% 35 1.14 12.9%

50-60 % 16 16 1.76 11.9% 16 1.42 9.0% 15 1.08 5.8% 14 0.88 3.8% 14 0.75 2.6%

40-50 % 24 24 0.97 2.3% 24 1.19 4.2% 24 0.82 0.9% 22 0.81 0.9% 22 0.65 -0.6%

42 39 0.70 5.0% 41 0.66 4.7% 37 0.53 3.6% 36 0.93 7.0% 36 0.78 5.7%

20-30 % 77 67 0.35 4.0% 70 0.28 3.4% 52 0.31 3.7% 65 0.67 6.5% 65 0.51 5.3%

10-20 % 80 64 0.24 3.4% 14 0.03 2.3% 24 0.36 4.0% 42 0.39 4.1% 42 0.31 3.7%

10 % and less 35 20 0.02 10.3% 0 0.00 10.3% 8 0.35 11.1% 7 0.22 10.8% 7 0.15 10.6%

More than 60% 24 23 0.86 9.8% 21 1.18 15.4% 24 1.28 17.0% 21 0.98 12.0% 21 1.26 16.6%

 50-60 % 13 11 1.03 9.1% 10 1.54 14.1% 13 2.23 20.1% 12 1.43 13.1% 12 1.65 15.2%

40-50 % 27 25 1.36 7.6% 23 1.36 7.6% 27 1.42 8.3% 23 0.95 3.0% 23 0.87 2.0%

30-40 % 31 25 0.94 7.9% 27 0.96 8.1% 31 0.95 8.0% 23 0.67 5.7% 23 0.51 4.3%

20-30 % 71 60 0.66 3.8% 62 0.70 4.2% 71 0.63 3.6% 59 0.95 6.3% 59 0.79 4.9%

10-20 % 89 79 0.37 4.0% 55 0.23 3.0% 33 0.06 1.8% 67 0.52 5.1% 67 0.35 3.9%

10 % and less 58 46 0.22 6.6% 6 0.04 6.0% 0 0.00 5.9% 16 0.11 6.2% 16 0.07 6.1%

Financial Risk 

More than 25 % 20 19 0.77 3.8% 19 0.81 5.0% 20 0.94 8.0% 20 1.11 12.0% 20 1.50 19.9%

20-25 % 16 15 0.79 11.7% 14 1.10 16.9% 16 1.16 17.7% 16 1.02 15.6% 16 1.31 20.0%

15-20 % 20 20 0.71 7.5% 18 1.33 15.0% 20 1.22 13.8% 20 1.19 13.4% 20 0.99 11.1%

10-15 % 68 61 0.70 5.3% 60 0.64 4.7% 60 0.53 3.5% 68 0.82 6.6% 68 0.56 3.9%

5-10 % 97 84 0.45 4.3% 64 0.49 4.6% 51 0.40 4.0% 97 0.43 4.2% 97 0.26 3.0%

 0-5 % 80 60 0.83 6.6% 23 0.71 6.3% 22 0.87 6.7% 0 - 4.3% 0 - 4.3%

 None 12 10 -2.53 18.4% 6 -1.98 17.3% 10 -3.15 19.7% 0 - 12.7% 0 - 12.7%

Safety Net Hospitals:Total Margin Net of DSH 

Less than -25% 23 23 1.29 -2.1% 23 0.92 -11.3% 22 1.07 -7.5% 23 1.21 -4.0% 18 1.54 3.3%

-15% to -25% 19 19 0.87 -1.4% 19 0.86 -1.6% 17 0.76 -3.4% 18 1.02 1.2% 43 1.11 2.8%

-5% to -15%' 46 44 0.70 0.0% 45 0.97 3.1% 42 0.80 1.3% 43 0.91 2.5% 57 0.87 2.0%

 -5% to 5% 65 62 0.68 6.9% 60 0.77 7.7% 51 0.75 7.5% 57 0.68 6.9% 28 0.58 6.0%

5% to 15% 38 31 0.59 13.2% 37 1.05 16.6% 30 0.90 15.5% 28 0.68 13.9% 3 0.66 13.8%

From 15% to25% 5 4 1.16 23.7% 4 0.92 22.5% 4 1.11 23.5% 3 0.82 22.0% 0 0.59 20.7%

 25% and higher 2 2 -0.09 30.5% 2 -1.12 35.5% 1 -1.25 36.0% 0 0.00 30.0% 0 0.00 30.0%

All Safety Net Hosp 198 185 0.79 6.3% 190 0.91 7.5% 167 0.85 6.9% 172 0.85 6.9% 0 0.86 7.1%

Simulation D

Table 8.6

Alternative DSH Allocation Policies: Distribution of Funds to CA  Hospitals

Actual DSH Payments Simulation A Simulation B Simulation C

 as % of Total Patient Revenues

as % of Total Days 
Low-Income Patient Gross Days 

Low-Income Patient Gross Revenues
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Simulation B uses information from the financial data on gross patient revenues as the 
measure of low-income patient utilization and allocates funds to hospitals with gross revenues 
(inpatient and outpatient) of 15% or higher that are attributable to Medicaid, other government 
programs for low-income patients, bad debt and uncompensated care. Revenues attributable to 
Medicare SSI patients are not included in this low-utilization measure. Relative to Simulation A 
hospitals that provide a relatively high volume of outpatient services to low-income patients are 
advantaged. While this is a desirable objective, it is not clear that the result is an improvement 
over Simulation A. For example, hospitals with no financial risk receive higher DSH payments 
under Simulation B. The loss of funds by safety net hospitals ($121 million) is a re-distribution 
between hospitals that have a high proportion of low-income inpatient days and hospitals that 
have a high percentage of gross revenues attributable to low-income patients and highlights the 
potential importance of deciding how to define safety net hospitals.   

Simulations C and D allocate funds to hospitals with ratios of financial risk to operating 
expenses above .05. Simulation C increases the margins of hospitals with relatively high 
financial risk and improves the safety net hospital margins. Hospitals with 0-5% financial risk 
have the lowest margins. This raises an issue regarding whether a threshold should be used in the 
allocation policy. Simulation D uses a sliding scale in the allocation formula so that hospitals 
with higher financial risk receive a relatively greater proportion of funds. The formula that was 
used in the simulation shifts most funds to hospitals with financial risk ratios above .25. Since on 
average hospitals in this category already have relatively high margins and the overall ratio of 
DSH to financial risk is high, this particular sliding scale formula provides greater than 1:1 DSH 
to financial risk coverage for hospitals with the highest financial risk. This type of coverage may 
be needed to cover operating losses. Across the classes of safety net hospitals, the allocation 
improves the margins of financially vulnerable safety net hospitals; however, hospitals with total 
margins net of DSH in excess of 5% receive 15% of the DSH funds. The results suggest that an 
allocation policy that takes into account both financial risk and financial viability should be 
explored, e.g. an allocation based on financial risk capped at an amount that would not increase   
a hospital’s margin above 5%-7%.  Hospitals that are otherwise able to cover their financial risk 
through third-party revenues and other revenues would receive little or no funding.  
 
New York 

Based on data provided by the Greater New York Hospital Association, New York 
hospitals received $1.3 billion in Medicaid DSH payments during 1998 (Table 8.7). This 
included the indigent pool distributions as well as special payments for financially distressed 
hospitals and public hospitals. The hospitals in our analysis file account for only 50 percent of 
this amount, or $676.6 million. We were unable to match 22 acute care hospitals in the New 
York financial database (including the New York Health and Hospitals Corporation hospitals) 
that received $663.0 million in total Medicaid DSH funds and $630.1 million in “new” Medicaid 
DSH funds to the hospitals in our analysis file. 36 As a result, our analysis file under-represents 
public hospitals and understates both total DSH and “new” DSH payments. In addition, 14 
specialty hospitals received $10 million in total DSH funds and $6 million in “new” Medicaid 
DSH funds. In calculating the “new” DSH funds, we did not include payer contributions that the 
hospitals collected and passed through to the indigent care pool. 

 
 

                                                 
36 The starting point for our analysis file for this project was hospitals that were on HCRIS. The New York HHC 
facilities file manual cost reports and are not included on HCRIS.  
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Table 8.7 
New York DSH Payments For 1998 

 
 All Hospitals 

(millions $) 
Hospitals in 
Analysis file 
(millions $) 

Medicaid DSH Payments 2   
  N hospitals receiving payments   163 138 
   Indigent care pool distribution   668.6 510.1 
   Public Indigent Care adjustment   405.2 33.6 
   Intergovernmental transfer    256.7 132.9 
  Total FY1998 Payments  1,350.5 676.6 
Medicaid DSH Provider Contributions1,2   
   Inpatient Assessment  (178.9) (141.5) 
   Medicaid DSH cap reduction loss      (2.1)    (2.0) 
Net FY1998 Medicaid “New” DSH  1,169.5  533.1 
Federal Share of Medicaid DSH Payments    675.3  338.3 
Medicare DSH Payments   
  N hospitals receiving payments N/A  155 
  Current law payments   491.9 
Total DSH Payments for Simulation   830.2 
1 Hospitals also passed through payer indigent care contributions totaling 
$73.9 million ($45.8 for hospitals in analysis file).    
2Source: Greater New York Hospital Association 

 
 The 188 New York hospitals in the analysis file incurred financial risk (Medicaid 
shortfalls, bad debt and uncompensated care) of  $1.8 billion, or $80 per day (Table 8.8). The 
hospitals had operating margins net of “new” DSH payments of –12.4% and operating margins 
with DSH of –6.8%. For comparison, the operating margins of the acute care hospitals that are 
missing from the analysis file were –24.4% and  –6.8 percent without and with DSH, 
respectively. A higher proportion of the total DSH payments made to the missing hospitals is 
“new” DSH funds.37 Most hospitals in the analysis file (174 out of 188) received DSH payments 
from either Medicare or Medicaid or both programs.  

• Ninety-five percent of DSH funds went to safety-net hospitals (none of which had 
operating margins exceeding 5%).  

• The NY hospitals with large teaching programs had lower operating margins on average 
than other hospitals in the state (-8.9% with DSH).   

• As was the case with CA hospitals, Medicaid DSH funds are more concentrated on 
hospitals that serve a high proportion of low-income patients.  

• In general, margins decline as the proportion of care furnished to low-income patients 
increases. However, NY hospitals with fewer than 10 percent low-income patients had 
slightly below-average margins after DSH payments are taken into account (- 7.2%); in 

                                                 
37 We note that direct comparisons should not be made between the CA and NY hospitals both because of the 
missing hospitals and the use of operating margins in NY and total margins in CA.  
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comparison, hospitals with less than 10% of their revenues attributable to low-income 
patient had operating margins of –3.6 %. Hospitals with more than 50% of their patient 
population attributable to low-income patients bore 19% of the financial risk and received 
29% of DSH payments.  

• Given overall negative margins, the question raised by the CA results concerning the 
appropriateness of making DSH payments to hospitals that are financially viable is less 
important. Nevertheless, 4% of DSH funds went to hospitals that did not incur financial 
risk. Across the safety net hospital classes, there is no clear pattern in the ratio of DSH 
payments to financial risk but there are relatively greater gains by hospitals with the 
lowest operating margins net of DSH payments.  
In New York, total Medicaid distributions to all hospitals and to the hospitals in our 

analysis file are greater than the federal share of DSH payments. Accordingly, DSH funds for the 
simulations are about 20 percent lower than the joint Medicare and “new” Medicaid funds under 
current law ($830 million vs. 1.0 million) and result in lower overall margins (-7.8% vs. –6.8%). 
The results of the simulations are summarized in Table 8.9. More detailed simulation results are 
in Appendix D, Tables A8.9A-D.   

Simulation A allocates DSH payments to all hospitals with 15% or more Medicaid and 
self-pay patients and concentrates funding on a smaller set of hospitals (100 versus 174 under 
current law. The 5 hospitals with 60 percent or more low-income patient days benefit at the 
expense of the other hospitals. Two of the hospitals have little or no financial risk and account 
for the high DSH to financial risk ratio and high positive operating margins for the group. 
Generally, the DSH to financial risk ratio declines as the percentage of low-income utilization or 
revenue declines. However, hospitals with 50-60% low-income days receive less coverage for 
their financial risk than hospitals with 40-50% low-income days and, consistent with the 
California results, 7 hospitals with no financial risk would receive 6 percent of DSH funds. 

Simulation B allocates DSH payments using gross revenues attributable to Medicaid, 
charity care and bad debt. Compared to Simulation A, the DSH to financial risk ratio is 
somewhat improved across the low-income patient utilization and revenue groups. About $52 
million would be re-distributed between hospitals with a relatively high percentage of low-
income inpatient days and those with a relatively high percentage of gross revenues attributable 
to low-income patients (Table A8.9B in Appendix D).  

Simulations C and D allocate funds to hospitals with ratios of financial risk to operating 
expenses above .05. Both simulations improve the operating margins for hospitals with highest 
financial risk compared to current law policies. There is also a slight improvement for the safety 
net hospitals with the lowest operating margins net of DSH (less than -25%) compared to current 
policies after accounting for the overall lower margins in the simulations. Only one hospital in 
the analysis file benefits from the sliding scale formula used in Simulation D. The results could 
be quite different if all New York hospitals were included in the analysis. Overall, the ratio of 
financial risk to operating expenses for the missing acute care hospitals is .15 compared to .08 
for the 188 hospitals in the analysis file. 
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Table 8.8 
NY  Hospital Financial and Utilization Data 

 for Reporting Periods Ending in 1998  

 
N of 

Hospitals 
Adjusted 
Inp Days 

% 
Adj. Inp  

Days 

Financial 
Risk 

$ 
% of  

Fin Risk 

 Fin Risk 
per Adj 

 Day ($) 

Margin 
Net of  
DSH 

All Hospitals 188 22,533,140 100% 1,808,345,853 100% 80 -12.4% 
By Geographic Area        
        Urban 152          20,143,240  89% 1,752,076,210 97% 87 -13.2% 
                Large Urban 107          16,005,046  71% 1,620,736,070 90% 101 -14.8% 
                Other Urban 45           4,138,194  18% 131,340,140 7% 32 -4.7% 
        Rural 36           2,389,900  11% 56,269,644 3% 24 -0.8% 
        Urban By Bedsize        
                0-49 beds 6 198,321 1% 1,789,233 0% 9 -8.4% 
                50-99 beds 14 508,865 2% 9,907,161 1% 19 -9.1% 
                100-199 beds 32 2,413,142 11% 90,029,641 5% 37 -10.7% 
                200-299 beds 39 3,862,568 17% 156,510,708 9% 41 -8.1% 
                300-499 beds 34 4,973,294 22% 359,326,718 20% 72 -13.3% 
                500 or more beds 27 8,187,050 36% 1,134,512,748 63% 139 -15.3% 
        Rural By Bedsize        
                0-49 beds 11 362,020 2% 7,790,414 0% 22 -4.9% 
                50-99 beds 10 714,418 3% 7,923,024 0% 11 -4.0% 
                100-149 beds 5 374,445 2% 32,660,492 2% 87 0.8% 
                150 or more beds 10 939,017 4% 1,789,233 0% 2 0.7% 
Type of Ownership        
                State government 3 451,385 2% 102,619,126 6% 227 -43.5% 
                County or local  government 11 1,528,029 7% 94,006,793 5% 62 -21.9% 
                Gov. - hosp. dist. 0 - - - - - - 
                Not-for-profit 164 19,775,969 88% 1,595,288,322 88% 81 -11.3% 
                For-profit 10 777,757 3% 16,431,612 1% 21 -11.4% 
Teaching Status        
                Non- teaching 105 7,663,244 34% 207,897,373 11% 27 -6.0% 
                Fewer than 10 residents 17 1,723,193 8% 51,967,412 3% 30 -3.5% 
                Residents >10 and <100 32 3,836,221 17% 197,496,165 11% 51 -11.5% 
                Residents => 100 and < 250  20 4,655,349 21% 565,611,769 31% 121 -17.7% 
                Residents => 250 14 4,655,133 21% 785,373,134 43% 169 -15.7% 
Low-Income Patient Gross Days as % of 
Total Days         
                More than 60% 5 560,122 2% 33,805,914 2% 60 -17.1% 
               50-60 % 9 1,178,380 5% 305,060,576 17% 259 -41.1% 
                40-50 % 11 2,656,218 12% 355,147,421 20% 134 -23.5% 
                30-40 % 22 3,539,924 16% 452,694,991 25% 128 -15.5% 
                20-30 % 43 5,290,265 23% 344,100,280 19% 65 -10.2% 
                10-20 % 69 6,747,140 30% 194,121,520 11% 29 -2.5% 
               10 % and less 29 2,561,091 11% 123,415,152 7% 48 -7.7% 
Low-Income Patient Gross Revenues as 
% of Total Patient Revenues        
                More than 60% 1          184,110.00  1% 32,145,549 2% 175 -27.8% 
               50-60 % 5          559,467.00  2% 89,567,523 5% 160 -23.3% 
                40-50 % 15       3,201,275.00  14% 503,940,782 28% 157 -26.4% 
                30-40 % 20       4,097,775.00  18% 548,956,584 30% 134 -18.7% 
                20-30 % 38       4,358,125.00  19% 190,041,988 11% 44 -8.8% 
                10-20 % 73       7,228,675.00  32% 348,071,669 19% 48 -6.8% 
               10 % and less 36       2,903,713.00  13% 95,621,757 5% 33 -3.9% 
Financial Risk         
                More than 25 % 1          197,289.00  1% 55,413,272 3% 281 -55.5% 
                20-25 % 8       1,297,053.00  6% 347,381,295 19% 268 -35.4% 
                15-20 % 5       1,486,924.00  7% 236,278,852 13% 159 -21.1% 
                10-15 % 13       2,684,243.00  12% 351,032,344 19% 131 -24.4% 
                5-10 % 75       8,545,262.00  38% 670,811,230 37% 79 -9.7% 
                0-5 % 72       6,885,625.00  31% 174,630,253 10% 25 -4.6% 
               None 14       1,436,744.00  6% -27,201,393 -2% -19 -6.6% 
Safety Net Hospitals:Margin Net of DSH         
                Less than -25% 21       3,927,171.00  17% 709,022,141 39% 181 -38.1% 
                 -15 to -25% 15       2,122,513.00  9% 243,472,749 13% 115 -20.3% 
                -5% to -15% 32       4,817,718.00  21% 392,877,367 22% 82 -8.9% 
               -5% to 5% 22       2,357,507.00  10% 145,436,925 8% 62 -0.9% 
               5% to 15% 0  -   -   -   -   -   -  
                From 15% to25% 0  -   -   -   -   -   -  
                25% and higher 0  -   -   -   -   -   -  
             All Safety Net Hospitals 90     13,224,909.00  59% 1,490,809,181 82% 113 -17.2% 
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 Table 8.8 (con't) 
 NY Hospitals for Reporting Periods Ending in 1998 
 Medicare Current Law and Medicaid "New" DSH Funds 

 N Receiving 
DSH 

Joint DSH Funds 
$ 

% of DSH New  Funds DSH To 
Fin Risk 

Margin w/ 
Medicare 

DSH 

Margin w/ 
Medicaid DSH 

Margin w/ Joint DSH 

All Hospitals 174 1,024,960,992 100% 0.57 -9.7% -9.4% -6.8% 
By Geographic Area        
        Urban 142 1,011,467,032 99% 0.58 -10.2% -10.0% -7.2% 
                Large Urban 102 943,187,384 92% 0.58 -11.5% -11.2% -8.1% 
                Other Urban 40 68,279,648 7% 0.52 -3.4% -3.5% -2.3% 
        Rural 32 13,493,960 1% 0.24 -0.2% -0.3% 0.4% 
        Urban By Bedsize        
                0-49 beds 5 632,188 0% 0.35 -8.0% -8.0% -7.6% 
                50-99 beds 13 2,986,130 0% 0.30 -8.8% -8.1% -7.8% 
                100-199 beds 31 48,677,225 5% 0.54 -9.0% -8.8% -7.1% 
                200-299 beds 35 83,314,560 8% 0.53 -6.3% -6.9% -5.1% 
                300-499 beds 32 266,634,840 26% 0.74 -10.3% -9.5% -6.7% 
                500 or more beds 26 609,222,088 59% 0.54 -11.7% -11.4% -8.1% 
        Rural By Bedsize        
                0-49 beds 10 1,393,795 0% 0.18 -3.3% -3.1% -3.8% 
                50-99 beds 5 3,190,973 0% 0.40 1.6% 1.2% -2.5% 
                100-149 beds 9 2,377,184 0% 0.07 1.2% 1.2% 2.0% 
                150 or more beds 5 6,532,008 1% 3.65 -8.0% -8.0% 1.8% 
Type of Ownership        
                State government 3 125,469,713 12% 1.22 -38.2% -19.5% -15.8% 
                County or local  government 8 96,890,885 9% 1.03 -18.7% -6.0% -3.6% 
                Gov. - hosp. dist. 0 - - - - - - 
                Not-for-profit 155 790,059,425 77% 0.50 -8.5% -9.2% -6.5% 
                For-profit 8 12,540,968 1% 0.76 -8.8% -11.0% -8.4% 
Teaching Status        
                Non- teaching 96 71,556,406 7% 0.34 -4.8% -5.4% -4.2% 
                Fewer than 10 residents 15 18,373,381 2% 0.35 -2.3% -3.2% -2.0% 
                Residents >10 and <100 30 95,730,474 9% 0.48 -9.7% -9.9% -8.2% 
                Residents => 100 and < 250  20 455,671,001 44% 0.81 -12.7% -11.0% -6.5% 
                Residents => 250 13 383,629,729 37% 0.49 -12.4% -12.1% -8.9% 
Low-Income Patient Gross Days as % 
of Total Days  

     
  

                More than 60% 5 76,547,383 7% 2.26 -9.5% -6.7% -0.4% 
               50-60 % 8 226,952,274 22% 0.74 -33.6% -22.2% -16.5% 
                40-50 % 11 248,108,795 24% 0.70 -17.1% -15.4% -9.9% 
                30-40 % 22 260,877,227 25% 0.58 -11.2% -12.9% -8.8% 
                20-30 % 43 164,059,030 16% 0.48 -7.9% -8.5% -6.2% 
                10-20 % 65 37,686,150 4% 0.19 -1.9% -2.2% -1.6% 
               10 % and less 20 10,730,133 1% 0.09 -7.5% -7.4% -7.2% 
Low-Income Patient Gross Revenues 
as % of Total Patient Revenues 

     
  

                More than 60% 1 25,465,915 2% 0.79 -20.4% -13.6% -7.8% 
               50-60 % 5 90,357,267 9% 1.01 -15.2% -10.2% -3.7% 
                40-50 % 15 358,155,254 35% 0.71 -19.7% -15.7% -10.1% 
                30-40 % 19 305,344,174 30% 0.56 -14.0% -15.5% -11.1% 
                20-30 % 36 118,747,939 12% 0.62 -6.5% -7.1% -4.9% 
                10-20 % 71 119,229,090 12% 0.34 -5.7% -5.7% -4.6% 
               10 % and less 27 7,661,353 1% 0.08 -3.7% -3.8% -3.6% 
Financial Risk         
                More than 25 % 1 20,900,421 2% 0.38 -45.4% -42.3% -33.8% 
                20-25 % 8 231,271,389 23% 0.67 -27.9% -18.7% -13.0% 
                15-20 % 5 128,765,465 13% 0.54 -14.9% -14.2% -8.6% 
                10-15 % 13 278,374,933 27% 0.79 -18.5% -16.5% -11.3% 
                5-10 % 71 263,618,684 26% 0.39 -7.5% -8.3% -6.3% 
                0-5 % 65 63,349,284 6% 0.36 -3.6% -4.4% -3.4% 
               None 11 38,680,816 4% -1.42 -3.8% -4.7% -1.9% 
                Less than -25% 21 462,752,562 45% 0.65 -31.6% -26.6% -21.1% 
                 -15 to -25% 14 189,396,369 18% 0.78 -15.7% -13.8% -9.6% 
                -5% to -15% 32 241,159,396 24% 0.61 -5.4% -7.1% -3.7% 
               -5% to 5% 22 83,236,382 8% 0.57 1.8% 0.3% 2.9% 
               5% to 15%   -   -   -   -   -   -  
                From 15% to25%   -   -   -   -   -   -  
                25% and higher   -   -   -   -   -   -  
             All Safety Net Hospitals 89 976,544,709 95% 0.66 -13.0% -12.5% -8.5% 
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N of N DSH To Margin N DSH To Margin N DSH To Margin N DSH To Margin N DSH To Margin

Hospitals Paid Fin Risk w/ DSH Paid Fin Risk w/ DSH Paid Fin Risk w/ DSH Paid Fin Risk w/ DSH Paid Fin Risk w/ DSH

DSH DSH DSH DSH DSH

All Hospitals 188 174 0.57 -6.8% 100 0.46 -7.8% 106 0.46 -7.8% 102 0.46 -7.8% 102 0.46 -7.8%

Low-Income Patient Gross Days as % of 
Total Days 

More than 60% 5 5 2.26 -0.4% 5 3.35 6.0% 5 2.40 0.4% 4 1.13 -8.1% 4 1.09 -8.4%

50-60 % 9 8 0.74 -16.5% 9 0.53 -22.6% 9 0.42 -26.0% 8 0.60 -20.5% 8 0.82 -14.4%

40-50 % 11 11 0.70 -9.9% 11 0.70 -9.8% 11 0.68 -10.2% 10 0.76 -8.8% 10 0.73 -9.3%

30-40 % 22 22 0.58 -8.8% 22 0.45 -10.2% 21 0.45 -10.2% 16 0.32 -11.7% 16 0.26 -12.4%

20-30 % 43 43 0.48 -6.2% 42 0.28 -7.8% 32 0.35 -7.3% 27 0.36 -7.2% 27 0.34 -7.4%

10-20 % 69 65 0.19 -1.6% 11 0.02 -2.4% 27 0.28 -1.3% 26 0.23 -1.5% 26 0.16 -1.8%

10 % and less 29 20 0.09 -7.2% 0 0.00 -7.7% 1 0.01 -7.7% 11 0.22 -6.6% 11 0.15 -6.9%

Low-Income Patient Gross Revenues  as % 
of Total Patient Revenues

More than 60% 1 1 0.79 -7.8% 1 1.42 4.1% 1 1.07 -2.2% 1 0.83 -7.0% 1 0.79 -7.8%

 50-60 % 5 5 1.01 -3.7% 5 0.93 -5.0% 5 0.86 -6.1% 5 0.63 -10.3% 5 0.66 -9.8%

40-50 % 15 15 0.71 -10.1% 15 0.62 -12.0% 15 0.64 -11.5% 12 0.73 -9.7% 12 0.87 -7.0%

30-40 % 20 19 0.56 -11.1% 18 0.45 -12.4% 20 0.50 -11.8% 15 0.43 -12.7% 15 0.38 -13.3%

20-30 % 38 36 0.62 -4.9% 28 0.45 -5.9% 38 0.55 -5.3% 19 0.24 -7.2% 19 0.16 -7.7%

10-20 % 73 71 0.34 -4.6% 32 0.16 -5.8% 27 0.05 -6.5% 42 0.26 -5.2% 42 0.18 -5.7%

10 % and less 36 27 0.08 -3.6% 1 0.00 -3.9% 0 - -3.9% 8 0.06 -3.7% 8 0.04 -3.8%
Financial Risk 

More than 25 % 1 1 0.38 -33.8% 1 0.29 -38.4% 1 0.39 -33.3% 1 0.88 -12.9% 1 1.30 0.3%

20-25 % 8 8 0.67 -13.0% 8 0.42 -20.2% 8 0.39 -21.4% 8 0.66 -13.1% 8 0.94 -5.8%

15-20 % 5 5 0.54 -8.6% 5 0.66 -6.4% 5 0.65 -6.5% 5 0.76 -4.3% 5 0.71 -5.3%

10-15 % 13 13 0.79 -11.3% 12 0.62 -13.9% 13 0.59 -14.4% 13 0.56 -14.9% 13 0.42 -17.1%

5-10 % 75 71 0.39 -6.3% 44 0.30 -7.1% 42 0.29 -7.2% 75 0.26 -7.4% 75 0.17 -8.1%

 0-5 % 72 65 0.36 -3.4% 23 0.24 -3.8% 28 0.45 -3.1% 0 0.00 -4.6% 0 0.00 -4.6%

 None 14 11 -1.42 -1.9% 7 -1.96 -0.3% 9 -1.60 -1.4% 0 0.00 -6.6% 0 0.00 -6.6%

Missing

Safety Net Hospitals:Total Margin Net of DSH 

Less than -25% 21 21 0.65 -21.1% 21 0.53 -24.0% 19 0.50 -24.6% 20 0.63 -21.5% 13 0.72 -19.5%

-15% to -25% 15 14 0.78 -9.6% 14 0.67 -11.0% 12 0.50 -13.3% 13 0.49 -13.3% 19 0.40 -14.6%

-5% to -15%' 32 32 0.61 -3.7% 32 0.54 -4.3% 31 0.59 -3.9% 19 0.35 -5.8% 13 0.33 -6.0%

 -5% to 5% 22 22 0.57 2.9% 22 0.54 2.7% 16 0.44 2.0% 13 0.34 1.4% 0 0.29 1.1%

5% to 15% 0 0 - - 0 - - 0 - - 0 - - 0 - -

From 15% to25% 0 0 - - 0 - - 0 - - 0 - - 0 - -

 25% and higher 0 0 - - 0 - - 0 - - 0 - - 0 - -

Missing 0 0 0.00 0.0% 0 0.00 0.0% 0 0.00 0.0% 0 0.00 0.0% 65 0.00 0.0%

All Safety Net Hospitals 90 89 0.66 -8.5% 89 0.55 -9.8% 78 0.52 -10.2% 65 0.51 -10.4% 0 0.52 -10.1%

Table 8.9
Alternative DSH Allocation Policies: Distribution of Funds to NY  Hospitals

Simulation DActual DSH Payments Simulation A Simulation B Simulation C
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Wisconsin 
 
 Wisconsin’s small Medicaid DSH program benefited 10 Wisconsin general acute care 
hospitals in FY1998 with one hospital receiving over 80 percent of the funds going to acute care 
hospitals. The remainder of the funds went to IMDs, children’s and other hospitals and two out-
of-state hospitals. Medicaid contributed only 17 percent of the total $39.7 million in the FY1998 
DSH funds paid to the acute care hospitals (Table 8.10).  
 

 
Table 8.10 

Wisconsin DSH Payments For FY1998 
 All Hospitals 

(millions $) 
Hospitals in 
Analysis file 
(millions $) 

Medicaid DSH Payments 1   
  N hospitals receiving payments 16 10 
  Total FY1998 Payments 11.2  6.7 
 Net FY1998 Medicaid “New” DSH  11.2 6.7 
 Federal Share of Medicaid DSH Payments 6.6 3.9 
Medicare DSH Payments   
  N hospitals receiving payments N/A 52 
  Current law payments  33.1 
Total DSH Payments for Simulation N/A 36.9 
1Source: Wisconsin report to CMS on FY1998 DSH expenditures.   

 
The Medicare program paid DSH to 52 hospitals and accounted for 83% of the funds 

($33.1 million) (Table 8.11).   Taken together, 54 acute care hospitals in our analysis file 
received DSH payments under current policies. The financial risk associated with serving low-
income patients across Wisconsin hospitals is relatively low ($78 per adjusted day) and is shared 
across all hospitals so that three hospitals bore financial risk that was more than 10 percent of 
their operating costs. Only 19 Wisconsin hospitals qualify as safety net hospitals using the 
definition of 20 percent or more of inpatient days attributable to Medicare SSI, Medicaid, local 
indigent care programs, self-pay and charity care. 

A relatively small number of hospitals would receive DSH funds using alternative 
allocation policies based on low-income utilization or gross revenues. For example, 13 hospitals 
would receive DSH if a low-income utilization measure that does not include Medicare SSI 
beneficiaries were used (Simulation A in Table 8.12). The three hospitals with the highest 
percentage of low-income patients would receive substantially more DSH funds than their 
financial risk and their total margins would be substantially above the average for Wisconsin 
hospitals. In comparison, Simulation C (based on financial risk) would result in DSH payments 
to 46 hospitals, including 16 of the 19 safety net hospitals.   

Having few hospitals with relatively high low-income patient loads and/or financial risk 
makes it difficult to draw any conclusions about the overall effect the alternative allocation 
policies might have on hospital classes. However, the results in the hospital classes with only one 
or two hospitals illustrate that the choice of allocation measure can have substantial impact on 
individual hospitals. For example, the one hospital with 30-40% low-income patient gross 
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 Table 8.11 
 WI  Hospital Financial and Utilization Data 
  for Reporting Periods Ending in 1998  
 N of Adjusted % Financial % of   Fin Risk Margin 
 Hospitals Inp Days Adj. Inp  Risk Fin Risk per Adj Net of  
   Days $   Day ($) DSH 

All Hospitals 113 5,165,466 100% 402,965,177 100% 78 5.8% 
By Geographic Area        
        Urban 52           3,033,000  59% 324,020,668 80% 107 5.5% 
                Large Urban 23           1,287,685  25% 158,653,582 39% 123 3.4% 
                Other Urban 29           1,745,315  34% 165,367,085 41% 95 7.0% 
        Rural 61           2,132,466  41% 78,944,510 20% 37 6.8% 
        Urban By Bedsize        
                0-49 beds 6 139,083 3% 3,399,099 1% 24 6.2% 
                50-99 beds 8 209,190 4% 11,930,599 3% 57 7.1% 
                100-199 beds 10 305,502 6% 19,083,931 5% 62 8.4% 
                200-299 beds 8 571,377 11% 61,711,929 15% 108 4.8% 
                300-499 beds 15 1,089,365 21% 101,451,220 25% 93 6.5% 
                500 or more beds 5 718,483 14% 126,443,889 31% 176 3.1% 
        Rural By Bedsize        
                0-49 beds 32 1,014,982 20% 19,641,009 5% 19 3.2% 
                50-99 beds 20 610,746 12% 27,456,984 7% 45 6.5% 
                100-149 beds 5 229,434 4% 9,876,735 2% 43 8.5% 
                150 or more beds 4       
Type of Ownership        
                State government 1 184,242 4% 21,564,543 5% 117 3.8% 
                County or local  government 5 98,222 2% 4,695,152 1% 48 9.5% 
                Gov. - hosp. dist. 0 - - - - - - 
                Not-for-profit 107 4,883,002 95% 376,705,482 93% 77 5.8% 
                For-profit 0 - - - - - - 
Teaching Status        
                Non- teaching 90 3,093,999 60% 138,254,019 34% 45 6.1% 
                Fewer than 10 residents 9 534,118 10% 49,357,043 12% 92 9.7% 
                Residents >10 and <100 11 1,077,726 21% 107,752,477 27% 100 5.7% 
                Residents => 100 and < 250  2 275,381 5% 86,037,095 21% 312 -0.2% 
                Residents => 250 1 184,242 4% 21,564,543 5% 117 3.8% 
Low-Income Patient Gross Days as % of 
Total Days         
                More than 60% 1 17,403 0% 2,627,553 1% 151 -1.3% 
               50-60 % 0 - - - - - - 
                40-50 % 1 35,408 1% 1,503,079 0% 42 1.0% 
                30-40 % 6 485,170 9% 97,355,604 24% 201 -0.4% 
                20-30 % 11 431,728 8% 33,402,785 8% 77 0.3% 
                10-20 % 60 2,817,231 55% 191,680,129 48% 68 6.3% 
               10 % and less 34 1,378,526 27% 76,396,028 19% 55 8.0% 
Low-Income Patient Gross Revenues as 
% of Total Patient Revenues        
                More than 60% 0                       -    - - - - - 
               50-60 % 0                       -    - - - - - 
                40-50 % 2          112,702.00  2% 55,780,513 14% 495 -8.4% 
                30-40 % 1           71,566.00  1% 7,046,785 2% 98 -6.1% 
                20-30 % 3          254,394.00  5% 33,718,409 8% 133 4.1% 
                10-20 % 32       1,369,452.00  27% 94,028,253 23% 69 2.0% 
               10 % and less 75       3,357,352.00  65% 212,391,219 53% 63 7.8% 
Financial Risk         
                More than 25 % 0                       -    - - - - - 
                20-25 % 0                       -    - - - - - 
                15-20 % 1           95,299.00  2% 53,152,960 13% 558 -9.0% 
                10-15 % 3          149,507.00  3% 10,505,009 3% 70 -4.7% 
                5-10 % 42       1,866,327.00  36% 173,827,268 43% 93 5.2% 
                0-5 % 67       3,054,333.00  59% 165,479,942 41% 54 7.1% 
               None 0                       -                -                       -    - - - 
Safety Net Hospitals:Margin Net of DSH         
                Less than -25% 0                       -    - - - - - 
                 -15 to -25% 0 - - - - - - 
                -5% to -15% 2          166,865.00  3% 60,199,744 15% 361 -8.4% 
               -5% to 5% 11          627,630.00  12% 67,098,264 17% 107 1.4% 
               5% to 15% 6          175,214.00  3% 7,591,013 2% 43 8.8% 
                From 15% to25% 0                       -    -                    -              -                 -                  -    
                25% and higher 0                       -    -                    -              -                 -                  -    
             All Safety Net Hospitals 19          969,709.00  19% 134,889,021 33% 139 -0.1% 
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 Table 8.11 (con't) 
 WI Hospitals for Reporting Periods Ending in 1998 
 Medicare Current Law and Medicaid "New" DSH Funds  

 
N Receiving 

DSH 
Joint DSH 
Funds $ 

% of DSH 
New  Funds DSH To Fin Risk 

Margin w/ 
Medicare DSH 

Margin w/ 
Medicaid  DSH 

Margin w/ 
Joint DSH 

All Hospitals 54 39,721,492 100% 0.10 6.3% 5.9% 6.4% 
By Geographic Area        
        Urban 38 37,470,610 94% 0.12 6.1% 5.6% 6.3% 
                Large Urban 16 29,794,272 75% 0.19 4.6% 3.7% 5.0% 
                Other Urban 22 7,676,339 19% 0.05 7.3% 7.0% 7.3% 
        Rural 16 2,250,882 6% 0.03 7.0% 6.8% 7.0% 
        Urban By Bedsize        
                0-49 beds 0 0 0% 0.00 6.2% 6.2% 6.2% 
                50-99 beds 3 221,718 1% 0.02 7.1% 7.1% 7.1% 
                100-199 beds 7 1,428,581 4% 0.07 8.7% 8.4% 8.7% 
                200-299 beds 8 2,817,531 7% 0.05 5.1% 4.8% 5.1% 
                300-499 beds 15 5,189,832 13% 0.05 6.8% 6.5% 6.8% 
                500 or more beds 5 27,812,948 70% 0.22 5.0% 3.6% 5.5% 
        Rural By Bedsize        
                0-49 beds 7 587,856 1% 0.03 3.4% 3.2% 3.4% 
                50-99 beds 6 996,141 3% 0.04 6.7% 6.5% 6.7% 
                100-149 beds 2 659,384 2% 0.07 8.9% 8.6% 8.9% 
                150 or more beds        
Type of Ownership        
                State government 1 2,184,504 5% 0.10 4.4% 3.8% 4.4% 
                County or local  government 1 5,149 0% 0.00 9.5% 9.5% 9.5% 
                Gov. - hosp. dist. 0 0      
                Not-for-profit 52 37,531,839 94% 0.10 6.4% 5.9% 6.5% 
                For-profit 0 0 - - - - - 
Teaching Status        
                Non- teaching 32 3,792,027 10% 0.03 6.3% 6.1% 6.3% 
                Fewer than 10 residents 9 2,340,355 6% 0.05 9.9% 9.7% 10.0% 
                Residents >10 and <100 10 7,784,573 20% 0.07 6.1% 5.7% 6.1% 
                Residents => 100 and < 250  2 23,620,033 59% 0.27 3.3% 1.0% 4.5% 
                Residents => 250 1 2,184,504 5% 0.10 4.4% 3.8% 4.4% 
Low-Income Patient Gross Days as % of Total 
Days         
                More than 60% 1 283,323 1% 0.11 -0.4% -0.1% 0.8% 
               50-60 % 0 0 - - - - - 
                40-50 % 0 0 0% 0.00 1.0% 1.0% 1.0% 
                30-40 % 6 25,422,108 64% 0.26 2.9% 0.7% 3.9% 
                20-30 % 9 4,899,009 12% 0.15 1.8% 0.3% 1.8% 
                10-20 % 25 8,856,452 22% 0.05 6.6% 6.3% 6.6% 
               10 % and less 13 260,600 1% 0.00 8.0% 8.0% 8.0% 
Low-Income Patient Gross Revenues as % of 
Total Patient Revenues        
                More than 60% 0 - - - - - - 
               50-60 % 0 - - - - - - 
                40-50 % 2 11,003,071 28% 0.20 -2.7% -7.8% -2.2% 
                30-40 % 1 588,260 1% 0.08 -5.0% -5.6% -4.6% 
                20-30 % 1 12,900,285 32% 0.38 6.3% 5.7% 7.8% 
                10-20 % 21 9,763,578 25% 0.10 2.8% 2.0% 2.8% 
               10 % and less 29 5,466,298 14% 0.03 8.0% 7.8% 8.0% 
Financial Risk     -    
                More than 25 % 0 - - - - - - 
                20-25 % 0 - - - - - - 
                15-20 % 1 10,719,748 27% 0.20 -2.9% -8.5% -2.4% 
                10-15 % 2 871,583 2% 0.08 -3.8% -4.1% -3.2% 
                5-10 % 26 22,414,802 56% 0.13 6.0% 5.4% 6.2% 
                0-5 % 25 5,715,359 14% 0.03 7.2% 7.1% 7.2% 
               None 0                    -    -             - -                -              - 
Safety Net Hospitals:Margin Net of DSH         
                Less than -25% 0 - -             -                  -                   -                 -    
                 -15 to -25% 0 - - - - - - 
                -5% to -15% 2 11,308,008 28% 0.19 -3.3% -7.9% -2.8% 
               -5% to 5% 8 18,448,914 46% 0.27 3.4% 2.3% 4.2% 
               5% to 15% 6 847,518 2% 0.11 9.7% 8.9% 9.7% 
                From 15% to25% 0                    -                 -                -                  -                   -                 -    
                25% and higher 0                    -                 -                -                  -                   -                 -    
             All Safety Net Hospitals 16 30,604,440 77% 0.23 2.4% 0.6% 3.1% 
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N of N DSH To Margin N DSH To Margin N DSH To Margin N DSH To Margin N DSH To Margin

Hospitals Paid Fin Risk w/ DSH Paid Fin Risk w/ DSH Paid Fin Risk w/ DSH Paid Fin Risk w/ DSH Paid Fin Risk w/ DSH

DSH DSH DSH DSH DSH

All Hospitals 113 54 0.10 6.4% 13 0.09 6.4% 14 0.09 6.4% 46 0.09 6.4% 46 0.09 6.4%

More than 60% 1 1 0.11 0.8% 1 1.24 18.3% 1 1.05 15.8% 1 0.41 6.2% 1 0.41 6.1%

50-60 % 0 - - - 0 - - 0 - - 0 - - 0 - -

40-50 % 1 0 0.00 1.0% 1 2.28 13.0% 0 0.00 1.0% 0 0.00 1.0% 0 0.00 1.0%

30-40 % 6 6 0.26 3.9% 6 0.25 3.8% 6 0.32 4.8% 6 0.18 2.7% 6 0.20 3.0%

20-30 % 11 9 0.15 1.8% 5 0.17 2.0% 5 0.06 0.9% 9 0.25 2.8% 9 0.23 2.6%

10-20 % 60 25 0.05 6.6% 0 - 6.3% 2 0.01 6.4% 27 0.05 6.6% 27 0.04 6.6%

10 % and less 34 13 0.00 8.0% 0 - 8.0% 0 - 8.0% 3 - 8.0% 3 0.00 8.0%

More than 60% 0 - - - 0 - - 0 - - 0 - - 0 - -

 50-60 % 0 - - - 0 - - 0 - - 0 - - 0 - -

40-50 % 2 2 0.20 -2.2% 2 0.16 -3.2% 2 0.28 0.3% 2 0.21 -1.8% 2 0.25 -0.5%

30-40 % 1 1 0.08 -4.6% 1 0.33 -0.5% 1 0.89 7.9% 1 0.52 2.5% 1 0.49 2.1%

20-30 % 3 1 0.38 7.8% 1 0.32 7.2% 3 0.34 7.4% 2 0.08 4.9% 2 0.07 4.8%

10-20 % 32 21 0.10 2.8% 9 0.16 3.2% 8 0.04 2.3% 24 0.16 3.2% 24 0.14 3.1%

10 % and less 75 29 0.03 8.0% 0 - 7.8% 0 - 7.8% 17 0.02 7.9% 17 0.02 7.9%
Financial Risk 

More than 25 % 0 0 - - 0 - - 0 - - 0 - - 0 - -

20-25 % 0 0 - - 0 - - 0 - - 0 - - 0 - -

15-20 % 1 1 0.20 -2.4% 1 0.11 -5.3% 1 0.25 -1.1% 1 0.20 -2.4% 1 0.25 -1.1%

10-15 % 3 2 0.08 -3.2% 3 0.53 3.9% 3 0.93 9.5% 3 0.74 6.9% 3 0.71 6.5%

5-10 % 42 26 0.13 6.2% 8 0.13 6.2% 8 0.07 5.8% 42 0.11 6.1% 42 0.09 6.0%

 0-5 % 67 25 0.03 7.2% 1 0.02 7.2% 2 0.01 7.1% 0 - 7.1% 0 - 7.1%

 None 0 0 0.00 0.0% 0 #REF! #REF! 0 - - 0 - - 0 - -

Missing 0 - - - 0 - - 0 - - 0 - - 0 - -

Safety Net Hospitals:Total Margin Net of DSH 

Less than -25% 0 - - - 0 - - 0 - - 0 - - 0 - -

-15% to -25% 0 - - - 0 - - 0 - - 0 - - 0 - -

-5% to -15%' 2 2 0.19 -2.8% 2 0.13 -4.4% 2 0.32 0.8% 2 0.24 -1.4% 2 0.27 -0.5%

 -5% to 5% 11 8 0.27 4.2% 9 0.41 5.5% 8 0.24 3.9% 9 0.16 3.1% 9 0.15 3.0%

5% to 15% 6 6 0.11 9.7% 2 0.21 10.6% 2 0.03 9.1% 5 0.25 10.9% 5 0.22 10.6%

From 15% to25% 0 - - - 0 - - 0 - - 0 - - 0 - -

 25% and higher 0 - - - 0 - - 0 - - 0 - - 0 - -

Missing 0 - - - 0 - - 0 - - 0 - - 16 - -

All Safety Net Hospitals 19 16 0.23 3.1% 13 0.27 3.7% 12 0.26 3.6% 16 0.20 2.8% 16 0.21 2.9%

Simulation B Simulation C

Table 8.12

 as % of Total Patient Revenues

Alternative DSH Allocation Policies: Distribution of Funds to WI  Hospitals

Simulation D

Low-Income Patient Gross Days 

as % of Total Days 

Low-Income Patient Gross Revenues

Actual DSH Payments Simulation A
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revenues would have a DSH to financial risk ratio of .33 under Simulation A, .89 under 
simulation B, .52 under Simulation C, and .49 under Simulation D. In dollars, the hospital 
would receive: 

• Current law:      $588,260 
• Simulation A: $2,316,574 
• Simulation B: $6,282,418 
• Simulation C: $3,657,925 
• Simulation D: $3,454,894 

(See Appendix D Table D.3A-D.) 
The results for this hospital also illustrates that the indirect measures of serving 

low-income patients instead of direct measures (e.g., percentage of gross revenues 
attributable to low-income patients x adjusted inpatient days x wage index  instead of 
gross revenues attributable to low-income patients) have implications for how the funds 
are distributed. The hospital’s relatively low costs help explain the relatively high DSH to 
financial risk ratio in Simulations C and D (.52 and .49, respectively). If the direct 
measurement were used instead, the hospital would have received about 50% less in DSH 
funds and would have had a DSH to financial risk ratio of .25 in Simulation C instead of 
.52. 
 
Correlation Analysis 
 
 We examined the relationship between selected measures of serving low-income 
patients using 614 hospitals in the three-state analysis file (Table 8.13). We found that the 
correlation between the ratio of financial risk to operating costs and financial risk per day 
was .675. It suggests that using an allocation policy using the ratio of financial risk to 
operating costs could result in a considerably different DSH distribution than a policy 
that uses financial risk per day or another direct measure of the hospital’s financial risk in 
the allocation policy. The correlation between financial risk as a percent of operating 
expenses and the percentage of low-income revenues (Medicare SSI, Medicaid, local 
indigent care programs, uncompensated care and bad debt) was .591. The correlation 
between the financial risk ratio and other measures of low-income patient services were 
slightly lower. The percentage of revenues was slightly more correlated with the financial 
risk ratio than the percentage of inpatient days and the measures that included Medicare 
SSI patients were also slightly more correlated than the measures that excluded these 
patients.  Between the low-income patient utilization and revenue measures, the 
correlation was moderately high. For example, the correlation between % low-income 
days and  
% low-income revenues was .811 for all patients and .803 for non-Medicare patients 
only.   

Next, we examined the relationship between the percentage of self-pay and no-
charge patients and the percentage of operating expenses attributable to uncompensated 
care and bad debt. The issue is whether a hospital’s proportion of self-pay and no-charge 
patients using claims data is a good proxy for its uncompensated care and bad debt costs. 
We found that the two measures were poorly correlated (.106). Further investigation is 
needed to understand why a correlation was not found.
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Table 8.13 
Selected Measures of Serving Low-Income Patients: Hospital-Weighted Means and Correlation 

Between Measures Using 3-State Analysis File 
 
a  

Ratio of FR 
to 
Operating 
Expenses 

 
FR Per 
Day 

 
% Low-
income 
days 

 
% Low-
income 
revenue 

% Non-
Medicare 
low-
income 
days 

% Non-
Medicar
e low-
income 
revenue 

MEAN 0.077 96..349 0.256 0.246 0.210 0.212 
STD 0.071 145.119 0.184 0.178 0.169 0.166 
N hospitals 614 614 614 614 614 614 
Pearson’s Correlation Coefficient* 
Ratio of FR to Operating Expenses 1.000 0.675 0.567 0.591 0.560 0.579 
Financial Risk Per Day  1.000 0.447 0.396 0.453 0.383 
% Low-income days   1.000 0.826 0.979 0.786 
% Low-income revenue    1.000 0.811 0.984 
% Non-Medicare low-income days     1.000 0.803 
% Non-Medicare low-income 
revenue 

     1.000 

* All values p<.0001 
 .  

Finally, we examined for safety net hospitals the relationship between DSH 
allocations, financial risk and the hospital’s net income (Table 8.14). We expected to find 
a negative correlation between the hospital’s net income and its financial risk; that is, 
hospitals with high financial risk have more difficulty generating revenues to cover their 
expenses. The correlation was moderate (–0.57).  
• The correlation between joint DSH funds under current policies and financial risk was 

.74.  Interestingly, the correlation between the joint Medicare and Medicaid current 
policy DSH funds and the two financial risk measures was higher than either the new 
Medicaid DSH or Medicare DSH policies separately. The correlation between 
financial risk and Simulations A and B was similar to the joint distribution.   

• The correlation between joint DSH funds and net income is –0.52. The correlation 
was the same for Medicaid “new” DSH and lower for Medicare DSH (-.41). None of 
the DSH alternatives are as strongly correlated with net income as joint DSH funds. 
The highest correlations are with Simulations C and D, which use financial risk as an 
allocation statistic.  

• There is a strong correlation between Simulation C and financial risk (.882). This 
means that the use of the indirect measure of financial risk (ratio of financial risk to 
operating expenses X wage index X adjusted patient days) works fairly well for 
safety net hospitals. 

• The correlations between the allocation factors used in Simulations A (utilization) 
and B (revenues) is very high (.96). 
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Table 8.14 
Safety Net Hospitals 

Correlation Between Financial Status Measures and Alternative DSH Allocation Polices 
 Income 

net DSH 
($ mill) 

Financial 
risk 
($ mill) 

Joint 
DSH 
funds 
($ mill) 

Medicaid 
New 
DSH 
($ mill) 

Medicare 
DSH 
($ mill) 

Sim A 
($ mill) 

Sim B 
($ mill) 

Sim C 
($ mill) 

Sim D 
($ mill) 

MEAN -8.351 12.025 8.568 4.752 3.816 8.917 8.349 8.265 8.436 
STD 26.222 19.924 16.025 13.784 4.902 17.778 18.361 15.532 19.732 
N 307 307 307 307 307 307 307 307 307 

Pearson’s Correlation Coefficient* 
Income 
net DSH 1.00 -0.57 -0.52 -0.41 -0.52 -0.24 -0.29 -0.44 -0.40 
Financial risk 1.00 0.74 0.64 0.63 0.73 0.73 0.83 0.79 
Joint DSH funds  1.00 0.96 0.58 0.80 0.81 0.78 0.76 
New Medicaid funds   1.00 0.31 0.79 0.81 0.77 0.77 
Current law Medicare funds   1.00 0.40 0.35 0.40 0.29 
Sim A: % Non-Medicare low-income days w/WI  1.00 0.96 0.81 0.77 
Sim B: % Low-income revenues    1.00 0.85 0.83 
Sim C: Financial risk      1.00 0.98 
Sim D : Sliding scale based on financial risk     1.00 

* All values p<.0001 
 

CONCLUSIONS 
 
 The California and New York results illustrate the importance of having 
information on actual IGTs in examining issues related to the current distribution of 
Medicaid DSH funds. Across-the-board assumptions such as those made Chapter 4 
regarding the proportion of DSH funds that are “new” are not substantiated at the 
hospital-level. CMS should consider expanding the state DSH reports to obtain 
information on provider contributions to DSH pools as well as the payments from those 
pools to individual hospitals.   
 The redistributions that took place between Simulation A and Simulation B 
highlight the differences between allocations based solely on inpatient care and 
allocations that take both inpatient and outpatient care into account. While including all 
care is commonly endorsed as a policy objective, it is not clear from the correlation 
results that including all care improves the targeting of DSH funds to financially 
vulnerable safety net hospitals. Also, the inclusion of outpatient care raises issues 
regarding subsidies to other ambulatory care providers. The role that non-hospital 
ambulatory care providers play in the safety net for low-income populations is discussed 
in Appendix E. A policy that concentrates federal support for uncompensated care solely 
on hospitals may serve to discourage community providers from furnishing substantial 
amounts of care to indigent populations. It may also have implications for the relative 
generosity of Medicaid payments for services provided in hospital outpatient departments 
and clinics and in physician offices.  
 Allocations based on the proportion of care provided to low-income patients (e.g. 
revenues) result in very different distributions than an allocation based on financial risk 
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(Medicaid shortfalls, uncompensated care and bad debt). Financial risk, however, is not 
the same as financial viability (i.e., total margins net of DSH payments). Some of the 
hospitals with substantial financial risk also have positive margins. The results across all 
three states highlight the need to clarify the policy goals for DSH funding. The key issue 
is the extent to which subsidies should be given to hospitals that serve low-income 
patients but do not incur financial risk or are able to cover their risk with other revenues. 
A closer examination of the hospitals with substantial gains or losses in moving from an 
allocation policy based on serving low-income patients to incurring financial risk might 
help clarify the issues. This examination should consider the role of other federal 
subsidies such as the Medicare indirect teaching adjustment in explaining why some 
hospitals with substantial financial risk appear to be in a strong financial position.   
 Neither the current DSH allocation policies nor the alternative policies examined 
in the simulations are strongly correlated with a hospital’s net income. The factors 
affecting financial viability may be too complex to be measured with a single statistic. A 
multi-variate analysis of the factors affecting a hospital’s financial risk and it overall 
financial status using a broader set of hospitals could also help identify additional factors 
that should be considered in an allocation policy.  

Looking in-depth at the relationship between the financial status of hospitals and 
the distribution of DSH payments was a complex task. The differences in state 
accounting and reporting practices made it difficult to determine Medicaid shortfalls and 
to take “new” DSH payments into account. Knowing the DSH payments to individual 
hospitals is not enough; it is also important to understand how those payments are 
handled in reporting Medicaid contractual allowances and patient revenues. It is also 
important to understand how financing occurs for county-owned hospitals in terms of 
other intergovernmental transfers and deficit funding. An allocation based on financial 
measures would require uniform reporting by payer. All three states in this analysis 
require the type of financial information that would be needed.  

The “snapshot” approach of looking at one year’s data may not be sufficient for 
an adequate understanding of the financial implications of serving low-income patients. 
In California, the FY1998 payments included payments from the state’s fiscal year 1997 
and thus overstated the average DSH payments. The New York indigent care pool was in 
transition during FY1998 and additional changes were enacted in 2000. Wisconsin’s 
uncompensated care costs have increased 60 percent since 1997. Only the first-year 
impacts of the Balanced Budget Amendment are reflected in the FY1998 data. These 
considerations suggest that a multi-year study- perhaps with periodic updating- would be 
appropriate.    

Even more troubling than using one year’s data is the lack of a national database 
that provides uniform information on the quantity of care provided to low-income 
patients and the financial risk associated with that care. Each state’s Medicaid DSH 
program is idiosyncratic. A close examination of DSH policies in a few states highlights 
potential issues but a national database is needed to understand the potential re-
distributions that might occur both at the market level and across states under a national 
allocation policy. The BBRA provision requiring the Secretary to collect through the 
Medicare cost report data on uncompensated costs should help. This provision is 
effective for cost reporting periods beginning on or after October 1, 2001.  
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9. SUMMARY OF FINDINGS AND CONCLUSIONS 
 
 This project included several inter-related tasks: 
• Examine the distribution of both Medicare and Medicaid DSH funds across hospitals; 
• Assess alternative criteria that could be used to identify safety net hospitals; 
• Develop measures of financial vulnerability to identify those safety net hospitals that are 

under most financial pressure; and, 
• Explore the extent to which alternative allocation policies to the current Medicare and 

Medicaid DSH payment mechanisms would improve the distribution of funds to vulnerable 
safety net hospitals.  

Overall, we found that despite the known issues with the current Medicare and Medicaid 
DSH policies, the current distribution targets financially vulnerable safety net hospitals at least as 
well as the alternatives that we examined. The multiple Medicare formula and the flexibility of 
the Medicaid program may allow for better targeting than a single formula-driven allocation 
policy. Nevertheless, it is clear that there is room for improvement in the current policies and that 
further study is warranted. In particular, a multi-variate analysis of the factors affecting financial 
risk and financial viability is needed. Ideally, the analysis would involve a national database with 
information on each’s hospitals uncompensated care and shortfalls from Medicaid and local 
indigent care programs. Given the diversity of Medicaid DSH program, a national database is 
needed to fully understand the potential impact of alternative allocation policies at both the 
national and market levels. 
 
Current Distribution of DSH Payments 

  
Medicare DSH Payments. We estimate Medicare FY 1998 actual DSH payments at $4.83 

billion. If the FY2003 DSH payment rules had been in effect and all other FY1998 payment 
parameters remained unchanged, payments would have been $358 million higher, or $5.18 
billion. Consistent with the changes in the formula, most payment increases occurred among 
rural hospitals and small urban hospitals. Although rural hospitals provided 19% of total 
Medicare inpatient days, they received only 3.1% of the Medicare DSH payments. Under BIPA, 
the rural share of DSH payments will more than double to 7.2%.  

 
   Medicaid DSH Payments. Nationally, we found that the states reported $15 billion in 
DSH payments to hospitals, with about 23% of this amount paid to institutes for mental disease. 
The states with the largest DSH programs are California, New York, New Jersey, and Texas. 
Utilizing the estimates made by Coughlin et al. for FY 1997, we estimate that 11 states retained 
DSH funds: California, Connecticut, Georgia, Indiana, Kentucky, Massachusetts, Mississippi, 
Missouri, North Carolina, Rhode Island, and Texas. The amounts retained by the 11 states 
represented 15% of federal DSH payments. If we assume that only the federal share of DSH 
payments represents new money to facilities, “new” DSH funds would total $8.3 billion.
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Distribution of Total DSH Payments 
Five states together receive almost half of the total amount of DSH funds: California 

(16.7%), New York (12.7%), Texas (9.3%), New Jersey (5.7%), and Louisiana (4.3%). At the 
same time, these states have only 28% of the total adjusted patient days (7.9, 9.7, 5.8, 2.7, and 
1.9 %, respectively).   
  For the acute care hospitals in our analysis file, DSH payments based on actual Medicare 
FY 1998 payments and the federal share of DSH payments totaled $9.3 billion. 
• Across all hospitals, the joint DSH payments raise total margins from 1.9% to 4.7%.  
• Urban hospitals receive 94% of the DSH funds. 
• State and county-owned hospitals receive 13% of Medicare DSH payments and 48% of 

Medicaid payments. 
• Using Medicare SSI and Medicaid days as the measure of low-income patients, 50% of 

Medicare payments and 64% of Medicaid payments are to hospitals with at least 30% low-
income patients. Except for the highest categories, the average DSH payment per discharge 
increases as the percentage of low-income patients increases.  

• 37% of Medicare DSH payments and 63% of Medicaid payments are to hospitals with a 
Medicaid utilization rate that is above one standard deviation from the state average. The 
average DSH payment per discharge increases by hospital quartile (the first quartile is the 
lowest quartile of acute care hospitals in the state based on Medicaid utilization). 

 
 
Alternative Criteria that Could Be Used to Identify Safety Net Hospitals 
 We explored several types of criteria that could be used to identify safety net hospitals, 
including inpatient claims-based measures and measures derived from hospital financial data.  
Our analysis of both the HCUP and three-state data suggest that the definition of the patient 
population (e.g., with or without Medicare SSI beneficiaries) that is to be considered in the DSH 
allocation statistic is more important than how the care provided to those patients is quantified. 
Generally, the measures that included Medicare SSI beneficiaries along with all other low-
income patients generally performed better than those that did not in targeting financially 
vulnerable hospitals. If an “all low-income” patient measure is not administratively feasible, 
using Medicaid patients only is preferable to Medicare SSI and Medicaid days or the Medicare 
DSH patient percentage, both of which are less correlated with low-income patients.   

The different measures quantifying the amount of inpatient care provided to a low-
income population (days, discharges, or charges) are highly correlated. However, the choice 
could have implications for certain hospitals. Those which have a high volume of Medicaid 
maternity cases or shorter than average length of stay (e.g. California hospitals) would benefit if 
discharges were used instead of days as the measure of the proportion of care provided to low-
income patients. The Medicare case mix index is not a good proxy for the hospital’s low-income 
patient case mix. In the absence of data on the case mix of low-income patients, days or charges 
should be used instead of discharges as the allocation statistic. 

From the financial data for the three states we were able to compare how a revenue 
statistic that includes both inpatient and outpatient care compares to one that includes inpatient 
care only. The correlation between low-income days and low-income revenues indicates the 
choice of measure could have significant implications for some hospitals. The measure of the 
proportion of a hospital’s gross revenues that is attributable to low-income patients was slightly 
more highly correlated with the hospital’s ratio of financial risk to operating expenses than the 
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other utilization measures. It is not clear from the correlation results that including all care 
significantly improves the targeting of DSH funds to financially vulnerable safety net hospitals. 
Also, the inclusion of outpatient care raises issues regarding subsidies to other ambulatory care 
providers. The role that non-hospital ambulatory care providers play in the safety net for low-
income populations is discussed in Appendix E. A policy that concentrates federal support for 
uncompensated care solely on hospitals may serve to discourage community providers from 
furnishing substantial amounts of care to indigent populations. It may also have implications for 
the relative generosity of Medicaid payments for services provided in hospital outpatient 
departments and clinics and in physician offices.  This is an area that warrants further 
investigation.  
 
Measures of Financial Vulnerability 
 We developed two types of measures of financial vulnerability. We defined the first 
measure as the hospital’s financial risk associated with serving low-income patients. Developed 
from hospital financial data for the three states, a hospital’s financial risk was computed as the 
sum of Medicaid and local indigent care shortfalls and uncompensated care (including bad debt). 
For evaluation purposes, we also developed three measures of financial viability from financial 
data available on the Medicare cost report:  

• Total margin net of Medicare DSH and the federal share of Medicaid DSH payments. 
• A three-year average of total margin net of DSH. 
• A composite index based on four indicators: total margin net of DSH, current ratio, cash 

flow to total debt, and fixed asset turnover. 
We believe total margin net of DSH payments is most consistent measure for evaluating 

how well DSH payments are targeted toward financially vulnerable safety net hospitals. We 
found that the composite measure identifies a somewhat different set of hospitals as financially 
vulnerable. The relationship between serving low-income patients and performance on this 
measure is not as strong as the relationship between low-income patients and total margins net of 
DSH.  

The individual measures of financial viability are relative stable from year to year. In 
particular, the consistency of the 1-year and 3-year total margin figures suggests that only one of 
the measures is needed in the analysis of alternative allocation methodologies. We used the 
FY1998 margins to simply our analysis of alternative allocation policies for FY 1998 DSH 
funds.  In some analyses, we used related measures such as the ratio of revenues to expenses and 
income net of DSH payments.  
  
Comparison of Current and Alternative Allocation Policies 

Neither the current DSH allocation policies nor the alternatives that we examined in the 
analysis target DSH payments in a way that is strongly correlated with net income. This is an 
issue that warrants further investigation and understanding. The different Medicare formulae and 
the Medicaid DSH program’s flexibility may provide mechanisms to target financially 
vulnerable hospitals in a way that a single formula-driven allocation may not. Targeting 
financially vulnerable safety net hospitals may require taking into consideration more factors 
than the amount of care a hospital provides to low-income patients. A multi-variate analysis of 
the factors affecting a hospital’s financial risk and its overall financial status using a broader set 
of hospitals could help identify additional factors that should be considered in an allocation 
policy. 



RAND  9/27/02 103

Allocations based on the proportion of care provided to low-income patients (e.g. 
revenues) result in very different distributions than an allocation based on financial risk 
(Medicaid shortfalls, uncompensated care and bad debt). Financial risk, however, is not the same 
as financial viability (i.e., total margins net of DSH payments). Some hospitals with substantial 
financial risk also have positive margins. The results across all three states highlighted the need 
to clarify the policy goals for DSH funding. The key issue is the extent to which subsidies should 
be given to hospitals that serve low-income patients but do not incur financial risk or are able to 
cover their risk with other revenues. A closer examination of the hospitals with substantial gains 
or losses in moving from an allocation policy based on serving low-income patients to incurring 
financial risk might help clarify the issues. This examination should consider the role of other 
federal subsidies such as the Medicare indirect teaching adjustment in explaining why some 
hospitals with substantial financial risk appear to be in a strong financial position.   
 
Data Issues and Limitations 
 

Examining the relationship between the financial status of hospitals and the distribution 
of DSH payments was a complex task. Particular areas where data issues became potentially 
problematic included: 
• Matching hospitals across multiple data sources: Medicare cost reports, state DSH reports, 

AHA survey data, HCUP, and (in the case of California, New York and Wisconsin) state 
financial reports. The inclusion of Medicare provider numbers on the state DSH reports 
would facilitate matching hospitals with their DSH payments. Universal adoption of the 
uniform provider number would also help. 

• For Medicaid DSH, the net gains to the hospital are more important than the reported DSH 
payments. CMS should give consideration to obtaining this information. It could be included 
in the state reports on DSH payments (in which case the information would be available for 
all hospitals) or it could be required as part of the Medicare cost report. In any event, 
knowing the DSH payments to individual hospitals is not enough; it is also important to 
know how those payments (and any provider contributions) are handled in reporting 
Medicaid contractual allowances and patient revenues. 

• The differences in state accounting and reporting practices made it difficult to determine 
Medicaid shortfalls and to take “new” DSH payments into account. The financial data for 
several public hospitals was problematic. It is important to understand how financing occurs 
for county-owned hospitals in terms of other intergovernmental transfers and deficit funding. 
An allocation based on financial measures would require uniform reporting by payer. All 
three states in this analysis require the type of financial information that would be needed.  

• Consistent handling of Medicaid managed care. Although all three states collect fiscal 
information on Medicaid managed care enrollees, reporting is sufficiently problematic that 
the California and New York Medicaid managed care data were combined with “other 
payers” instead of the Medicaid program. As a result, the care provided to Medicaid patients 
is likely to be understated- even when, as in the case of Wisconsin, Medicaid managed care 
revenues are separately reported on the public use file.  

The “snapshot” approach of looking at one year’s data may not be sufficient for an 
adequate understanding of the financial implications of serving low-income patients. In 
California, the FY1998 payments included payments from the state’s fiscal year 1997 and thus 
overstated the average DSH payments. The New York indigent care pool was in transition during 
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FY1998 and additional changes were enacted in 2000. Wisconsin’s uncompensated care costs 
have increased 60 percent since 1997. Only the first-year impacts of the Balanced Budget 
Amendment are reflected in the FY1998 data. These considerations suggest that a multi-year 
study- perhaps with periodic updating- would be appropriate.    
 Even more troubling than using one year’s data is the lack of a national database that 
provides uniform information on the quantity of care provided to low-income patients and the 
financial risk associated with that care. The BBRA provision requiring the Secretary to collect 
through the Medicare cost report data on uncompensated costs should help. This provision is 
effective for cost reporting periods beginning on or after October 1, 2001. A national database is 
needed to understand the potential re-distributions that might occur both at the market level and 
across states under a national allocation policy.  
 
Areas for Additional Research 
 

Absent a national database with uncompensated care data and other information needed 
to develop measures of financial risk, three areas of investigation could be pursued that would 
provide valuable information related to federal support for hospitals that provide a 
disproportionate share of care to poor patients.  

• Update the analysis of the current distribution of DSH payments.  
• Update and expand the in-depth state analyses to include additional states that require 

hospitals to report uncompensated care information.  
• Examine market-level issues related to DSH funding. The questions that could be 

examined include: 
o How is the low-income patient burden shared by the hospitals within a market 

area and does it vary by type of payer and type of service? 
o How do communities whose hospitals share the uncompensated care burden fare 

under current DSH distribution policies relative to those communities where the 
uncompensated care burden is concentrated.   

o How does availability of community safety-net hospitals affect the low-income 
outpatient care furnished by hospitals? What is the relationship between Medicaid 
payment rates and the site where ambulatory care is provided to low-income 
patients? 

o What are the issues that would arise if federal support for low-income patient care 
were to take into account the proportion of a market’s low-income or 
uncompensated care furnished by the hospitals in the market?  

o Investigate the characteristics of hospitals with large indigent care loads that incur 
substantial financial risk yet are financially viable. This would include looking at 
the impact of state and local indigent care programs and other subsidies such as 
Medicare’s indirect teaching adjustment.  

 
A national database is needed to fully understand the potential impact of alternative 

allocation policies at both the national and market levels. Having the national database would 
facilitate: 

• A multi-variate analysis of the factors affecting a hospital’s financial risk and its overall 
financial status using a broader set of hospitals could help identify additional factors that 
should be considered in an allocation policy. 
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• An evaluation of inter-state redistributions that would occur under alternative DSH 
financing policies, including the types of policies examined in this paper as well as 
additional ones that would take into account a state’s ability to finance indigent care 
and/or market-level factors.  
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APPENDIX A 
 

TECHNICAL DOCUMENTATION FOR ESTIMATING DSH PAYMENTS 
 

 
DATA SOURCES USED TO ESTIMATE MEDICARE PAYMENTS 
 

 
We drew on several data sources to estimate Medicare DSH payments: the Provider of 

Service (POS) file, the PPS Impact files for FY 1998 and FY2000, and the Provider-specific File 
(PSF) and HCRIS files. Our starting point for a hospital listing was the CMS Provider of Service 
(POS) file. According to this file, there were 8,868 providers classified as “hospital” in the 
United States in FY1998. Of this total, we identified as our initial sample approximately 6,200 
acute care hospitals that could be theoretically eligible to receive Medicare DSH payments. We 
used the information in the PPS Impact files and the PSF files to simulate DSH payments to 
these hospitals.  

 
PPS Impact Files 

 
The PPS impact files that CMS produces each year as part of the annual update in the 

hospital prospective payment system contain information that can be used to estimate each 
hospital’s payments for the upcoming federal fiscal year. The variables include current payment 
parameters (e.g. the applicable wage index for the upcoming fiscal year), hospital characteristics 
from the most recently filed cost report, and patient characteristics from Medicare claims data 
from two years prior (e.g. the FY2000 impact file includes data on FY1998 claims received 
through March 31, 1999). We used a combination of PPS impact files to develop our estimate. 
That is, the impact file for FY1998 provides the best information on the payment parameters in 
effect for that fiscal year. The impact file for FY2000 provides the best information on patient 
characteristics, including SSI percentage, for patients discharged during FY1998. It also provides 
the best match for the DSH patient percentage that would have been applicable during FY1998.   

 
Provider-specific Files 
 

We used several payment variables from the PSF (and in some case HCRIS) that are not 
available on the PPS impact file to improve the estimation for capital-related costs. These 
elements are: 
• whether the hospital is paid under the fully prospective methodology or the hold-harmless 

methodology for capital-related costs. For urban hospitals with 100 or more  beds, this 
information is relevant to determining the federal rate payment eligible for the DSH add-on.  

• new capital payment ratio. For hospitals paid under the hold-harmless methodology for old 
capital costs, the ratio determines the proportion of the federal rate that is payable for new 
capital.  
 

Summary of Data Sources 
 
We summarize the data sources used to estimate Medicare DSH payments in Table A.1.   
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Table A.1 

Summary of Data Sources Used 
to Estimate Medicare DSH and Total Payments 

Payment Variable  FY 1998 
Standard payment rate FY1998 FR- Table 1 
MSA for standard payment rate FY1998 impact  
Wage indices Wage index history 
Cost of living adjustment FY1998 impact  
Number of discharges38 FY2000 impact  
Case-mix index1 FY2000 FR-Table 3C  
DSH patient percentage39 FY2000 impact  
DSH operating adjustment factor FY1998 rules 
DSH capital adjustment factor FY1998 rules 
Sole community HSP rate FY1998 impact  
Provider type FY1998 impact  
Capital federal rate percentage HCRIS or PSF  
Eligibility for temporary relief40 HCRIS or PSF 

 
We used these data to determine both Medicare DSH payments and other payments under 
the prospective payment system (e.g., indirect teaching and outlier) that, while not needed 
to estimate DSH payments, are need to define classes of hospitals and establish total 
Medicare payments.  

 
 
METHODOLOGY  FOR ESTIMATING 
HOSPITAL-SPECIFIC MEDICAID DSH PAYMENTS 

 
Data Limitations 
 

There are several problems with the Medicaid DSH reports that make it difficult to use 
them effectively. Although the BBA requires that states submit these reports, compliance with 
this requirement appears lax and federal enforcement is limited. As a result, CMS does not have 
a complete set of reports for any fiscal year. The reports that have been submitted contain 
varying levels of information because CMS gives states considerable latitude in completing 
them. In a Federal Register Notice dated October 8, 1998, CMS recommended that states file 
reports that include the name of hospital, type of hospital, ownership (e.g., public or private) and 
                                                 
38 Unlike the cost report, the CMI and discharges are adjusted for short-stay transfer cases.  
39 The DSH patient percentage is based on the percentage of Medicare patients who are entitled to SSI and the 
percentage of all patients who are eligible for Medicaid (and not Medicare). The SSI percentage is based on FY1998 
claims. The Medicaid percentage is from the most recently settled cost report. 
40 During FY1998 and FY1999, certain hospitals qualified for a higher update than other 
hospitals (“temporary relief” hospitals). To qualify, the hospital could not receive DSH or IME 
payments and needed to be located in a state where such hospitals had a Medicare negative 
operating margin in FY1995. The provision provided eligible hospitals with negative operating 
margins with a .5 percent higher update in FY1998 and .3 percent higher update in FY1999.   
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annual payment. However, when states submit reports, they often do not include this minimal 
level of information. Among the most significant problems are lack of information to adequately 
identify hospitals, unreliable or missing identification by hospital type, inconsistent identification 
of mental health or psychiatric DSH payments, and differing payment amounts compared to 
reporting on Form HCFA-64. 

One problem for researchers that want to use the DSH reports is that the only identifier 
that most states provide for hospitals are their names. In many cases, they use abbreviations or 
initials. Some reports contain duplicate names with no other identifiers. Others do not clearly 
identify out-of-state hospitals. Some states include Medicaid numbers or other numerical 
identification; others provide no numerical identifiers. Poor identification of hospitals makes it 
difficult to properly group them into hospital types or to conduct more extensive analyses by 
linking these data with other hospital specific data. 

A second problem is that DSH expenditures reported on Form HCFA-64 and the state 
reports often do not match. In some cases, these differences are attributable to inconsistent time 
frames—Form HCFA-64 data represent federal fiscal years and several states submitted reports 
for state fiscal years or calendar years. In other cases, states reported only the state share of DSH 
expenditures. There are also several instances in which total DSH expenditures reported on Form 
HCFA-64 differ from those reported on hospital specific reports for the same time period. For 
example, Pennsylvania's hospital specific report for FY 1998 showed a total of $41 million in 
DSH payments whereas the state claimed $546 million in DSH payments on Form HCFA-64. 
Without standardized reporting by federal fiscal year and method of accounting between the 
hospital specific reports and Form HCFA-64, it is difficult to determine the accuracy of the 
information reported on the hospital specific reports. 

A third problem is that information concerning ownership and type of hospital is not 
uniform and is sometimes inconsistent with other sources. Many states do not identify whether 
hospitals are state-owned, other public, or private. When reported, this information is sometimes 
at odds with other available sources. For example, New Hampshire's DSH reports identify 
several hospitals as public that the American Hospital Association (AHA) indicates are private, 
non-profit. Information on the type of hospital (e.g., acute, children's, psychiatric, rehabilitation) 
is also often missing or inconsistent. For example, several hospitals in Iowa are identified as both 
acute and psychiatric in the Medicaid DSH report. 

A fourth problem is that identification of DSH payments to psychiatric facilities is not 
consistent. For example, California, Iowa, Mississippi, and New Mexico all had limits of $0 on 
DSH payments to institutions for mental diseases (IMD) in FY 1998, yet all four states report 
payments to hospitals that are identified as psychiatric facilities by the state's DSH report, the 
AHA, or Medicare files. Several states' reported expenditures to psychiatric hospitals from 
hospital specific reports are also not consistent with what they report on Form HCFA-64 as IMD 
DSH payments. 
 
Methodology 

CMS staff have compiled states' DSH reports into spreadsheets that include each 
hospital’s name, the total annual DSH payments paid to that hospital by the state, and 
information about the hospital including ownership (public or private) and type (acute, 
children’s, teaching, or psychiatric). We combined the data for each of the states into a single 
spreadsheet for the nation. To be consistent with the Medicare DSH estimates, and to take 
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advantage of the largest group of available Medicaid reports, we used FY 1998 as the benchmark 
year. 

In order to merge the Medicaid DSH payment data with our estimated Medicare DSH 
payments, we had to identify hospitals in the Medicaid reports using their Medicare provider 
numbers. Only two states, Michigan and North Carolina, put Medicare provider numbers on their 
hospital specific Medicaid DSH reports. Project staff used the CMS On-line Survey and 
Certification Reporting System (OSCAR) and Provider of Service (POS) files, as well as AHA 
data from the on-line American Hospital Directory (www.ahd.com) to match hospital names in 
the Medicaid reports with Medicare provider numbers. This task had to be done by hand, and 
was further complicated because of the lack of detailed information about the hospitals.  In 
general, discrepancies in hospital ownership or type were resolved by retaining the 
classifications from the Medicare or AHA data. 

Several states included a few individual hospitals in their Medicaid DSH reports that we 
could not identify with sufficient confidence to match them with their Medicare provider 
numbers. We created dummy Medicare provider numbers for these hospitals to keep them in the 
data set, but they could not be linked up with Medicare DSH payment information. In addition, 
eight states lacked hospital specific payment information for a much larger share of their 
Medicaid DSH payments; they were Alabama, Colorado, Georgia, Illinois, Indiana, Minnesota, 
New Jersey, and Pennsylvania. For these states, we created one dummy variable to account for 
the missing DSH payments to acute care facilities and a separate dummy variable to account for 
missing IMD DSH payments. Unidentified hospitals account for 12 percent of total Medicaid 
DSH expenditures in the completed analysis, although they account for a very small share of 
reported expenditures in all but a few states. 

In a few cases, we could not get hospital specific reports for FY 1998 but received reports 
for other time periods. We did not get FY 1998 reports for Louisiana, Minnesota, New York, or 
South Carolina. In Louisiana, total payments in the state fiscal year 1998 report that we received 
were virtually identical to total payments in federal fiscal year 1998, so we used the state fiscal 
year report. The adjustments to the other three states are noted in the state specific notes, below. 

Once all 49 states with DSH programs were part of the data set, we compared the total 
amounts of Medicaid DSH payments reported on the state’s hospital specific reports with 
aggregate totals reported on Form HCFA-64 for FY 1998. The HCFA-64 is widely considered 
the most accurate record of Medicaid expenditures available. In general, most states reported 
total expenditures on their hospital specific reports that were extremely close if not identical to 
total DSH expenditures reported on Form HCFA-64. Based on this comparison, we made 
changes to Alaska, Delaware, and Wyoming as noted below.  

Total expenditures for inpatient DSH and IMD DSH from the hospital specific reports 
were also compared to FY 1998 DSH limits from the BBA. Based on these comparisons, we feel 
that the hospital specific Medicaid DSH payments used in our analyses are a good reflection of 
actual payments made in FY 1998. 
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State-Specific Notes 
Alabama 
 Most hospitals in Alabama take part in a managed care initiative called the Partnership 

Hospital Program (PHP). No hospital-specific data are reported for the 112 hospitals that 
participate in the PHP, so we created a single dummy variable to account for the $346 million in 
acute care DSH payments paid to these hospitals. 

Alaska 
We increased Alaska's payment to its single DSH hospital from the $12.7 million figure reported 
on the hospital specific report to $13.8 million to match the HCFA-64. 

Delaware 
Delaware reported only the state's share of total payments to its single DSH hospital. The state's 
FMAP is 50%, so we doubled the reported amount. 

Georgia 
The data we received from Georgia were for state fiscal year 2001 and state officials noted that 
the amounts paid to specific hospitals may have been significantly different from those paid in 
FFY 1998 due to recent program changes. We created a single dummy variable to account for 
the $413 million in DSH payments that Georgia made to acute care facilities. 

Indiana 
The state reported $123 million in DSH payments on the HCFA-64, but included only $116 
million in total payments on its hospital specific report. The total IMD DSH payments claimed 
on both reports were identical, so we added a dummy acute care DSH payment of $6.8 million to 
make up the difference. 

Illinois 
The state reported $235 million in DSH payments on the HCFA-64, but included only $154 
million in total payments on its hospital specific report. All of the missing payments appeared to 
be IMD DSH payments, so we added a dummy IMD DSH payment of $81 million to make up 
the difference. 

Minnesota 
The lone hospital specific report submitted by Minnesota was for calendar year 1997. The total 
payments in this report were comparable to the total payments claimed on Form HCFA-64 for 
FY 1998, but the distribution among acute care and IMD facilities from the hospital specific 
report was inconsistent with the reported distribution from Form HCFA-64 and the state's IMD 
DSH limit from the BBA. We replaced the hospital specific data with separate dummy values for 
the total acute care DSH payments and total IMD DSH payments reported on the HCFA-64. 

New Hampshire 
New Hampshire's hospital specific report for FY 1998 did not include New Hampshire Hospital, 
a psychiatric facility that received an IMD DSH payment of $25 million. We added this hospital 
to our data set to make the state's total DSH payments match what was reported on the HCFA-
64.  

New Jersey 
The state reported $1.058 billion in DSH payments on Form HCFA-64, but included only $876 
million in total payments on its hospital specific report. The total IMD DSH payments claimed 
on both reports were identical, so we added a dummy acute care DSH payment of $182 million 
to make up the difference. 
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New York 
New York did not submit a hospital specific report to HCFA for FY 1998. We started with the 
distribution of payments to specific hospitals from the state's FY 1999 report, then adjusted the 
payments to all the hospitals so that total DSH payments equaled the FY 1998 amount 
(statewide). Payments to acute care facilities were multiplied by 0.9043; payments to IMD 
facilities were multiplied by 1.0237 (The 1999 report included only the federal share). 

Pennsylvania 
The hospital specific report submitted by Pennsylvania for FY 1998 included only $41 million in 
total DSH payments, while the state claimed $546 million in total DSH payments on Form 
HCFA-64. We replaced the hospital specific data with separate dummy values that match the 
total acute care DSH payments ($216 million) and total IMD DSH payments ($330 million) 
reported on the HCFA-64. 

South Carolina 
South Carolina did not submit a hospital specific report to HCFA for FY 1998. We started with 
payments to specific hospitals from the state's FY 1999 report, then adjusted the payments to all 
the hospitals so that total DSH payments equaled the FY 1998 amount (statewide). Payments to 
acute care facilities were multiplied by 1.0285; payments to IMD facilities were multiplied by 
1.0162. 

Wyoming 
Wyoming reported only the federal share of total payments to its DSH hospitals in its hospital 
specific report. The state's FMAP is 63.02%, so we multiplied the reported payments by 1.5868 
(=1.0/0.6302) to get the combined federal and state total payments of $106,315.  
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APPENDIX B 
 

 
ADDITIONAL TABLES ON THE CURRENT DISTRIBUTION OF DSH PAYMENTS 
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State

Medicaid 
Payments to 

Identified 
Facilities1

Medicaid 
Payments 

Received by 
Identified 
Facilities2

Medicaid 
Payments to 
Unidentified 

Facilities3

Total DSH 
Payments Made 

by State

Total DSH 
Payments 

Received by 
Facilities in 

State

Medicaid DSH 
Receipts in Excess 
of State  Payments

Difference as 
% of State 
Payments 

Total 13,120 13,120 1,910 15,030 15,030 0.00 .0%

Alabama 47 47 347 394 394 0.00 .0%

Alaska 14 14 14 14 0.00 .0%

Arizona 114 114 9 122 122 0.00 .0%

Arkansas 2 2 2 2 0.00 .0%

California 2,447 2,447 2 2,448 2,448 0.00 .0%

Colorado 172 172 3 175 175 0.00 .0%

Connecticut 370 370 0 370 370 -0.14 .0%

Delaware 7 7 7 7 0.21 3.0%

DC 31 32 2 33 34 0.98 3.0%

Florida 370 370 0 371 371 0.00 .0%

Georgia 413 413 413 0.00 .0%

Hawaii 0 0 0.00 -

Idaho 1 1 1 1 -0.09 -6.3%

Illinois 139 136 97 235 232 -2.72 -1.2%

Indiana 90 90 33 123 123 0.01 .0%

Iowa 20 20 0 20 20 -0.25 -1.3%

Kansas 43 42 43 42 -1.26 -2.9%

Kentucky 190 190 5 195 195 0.00 .0%

Louisiana 733 733 1 734 734 0.00 .0%

Maine 124 124 124 124 0.00 .0%

Maryland 143 143 143 143 0.00 .0%

Massachusetts 549 549 549 549 0.07 .0%

Michigan 263 263 57 320 320 0.00 .0%

Minnesota 56 56 56 0.00 .0%

Mississippi 183 179 0 183 179 -3.58 -2.0%

Missouri 655 662 11 666 673 7.35 1.1%

Montana 0 0 0 0 0.00 .0%

Nebraska 6 6 6 6 0.17 2.9%

Nevada 74 74 74 74 0.00 .0%

New Hampshire 128 128 128 128 0.00 .0%

New Jersey 871 835 188 1,059 1,023 -36.03 -3.4%

New Mexico 7 7 0 7 7 0.00 .0%

New York 1,802 1,801 66 1,868 1,867 -0.89 .0%

North Carolina 336 373 3 339 375 36.31 10.7%

North Dakota 1 1 1 1 0.00 .0%

Ohio 653 653 4 657 657 0.00 .0%

Oklahoma 23 23 0 23 23 0.00 .0%

Oregon 28 29 28 29 1.13 4.0%

Pennsylvania 0 0 546 546 546 0.00 .0%

Rhode Island 56 56 56 56 0.06 .1%

South Carolina 427 426 12 439 439 -0.35 -.1%

South Dakota 1 1 1 1 0.00 -.2%

Tennessee 0 0 0 0.05 -

Texas 1,389 1,389 50 1,439 1,439 0.00 .0%

Utah 4 4 4 4 0.15 3.9%

Vermont 29 29 29 29 0.00 .0%

Virginia 157 157 4 161 160 -0.27 -.2%

Washington 330 329 0 330 329 -1.19 -.4%

West Virginia 82 82 82 82 0.00 .0%

Wisconsin 11 11 0 11 11 0.27 2.4%

Wyoming 0 0 0 0 0.00 .0%

1 In some cases these payments may go to hospitals outside the state that makes payments.
2 Some of these payments may be received from states other than the one where the hospital is located.
3 We assume that these payments go only to the hospitals within the state that makes payments 

  (payments and receivables are the same for this category).

Table B.1. Actual Medicaid DSH Payments vs. Receipts by State, FY 1998 ($ millions)
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A B C D E F G H I J

Category N Hosp.

Adjusted 
Patient 
Days       

(millions)

% of Total 
Adjusted 

Patient Days

Medicare 
DSH  (FY 

2003 Rules) $
%

Medicaid 
DSH  (Fed 

Share)       $
%

Total 
Estimated 
New DSH   

$

%

Unidentified Payments 0 948 948
Specific Hospitals 5638 305.6 100.0% 5,183 7,559 12,742
By Geographic Area
        Urban 3277 238.3 78.0% 4,812 92.8% 6,830 90.4% 11,643 91.4%
           Large urban 1689 136.0 44.5% 3,202 61.8% 3,677 48.6% 6,879 54.0%
           Other urban 1247 86.3 28.2% 1,610 31.1% 1,479 19.6% 3,089 24.2%
           Urban, type missing 341 16.0 5.2% 0 .0% 1,675 22.2% 1,675 13.1%
        Rural 2248 67.1 22.0% 371 7.2% 554 7.3% 925 7.3%
           Missing 113 0.2 .1% 0 .0% 174 2.3% 174 1.4%
        Urban By Region 3277 238.3 100.0% 4,812 100.0% 6,830 100.0% 11,643 100.0%
           East North Central 548 39.6 16.6% 506 10.5% 604 8.8% 1,110 9.5%
           East South Central 192 12.9 5.4% 332 6.9% 198 2.9% 530 4.6%
           Middle Atlantic 484 48.2 20.2% 962 20.0% 1,273 18.6% 2,235 19.2%
           Mountain 150 9.1 3.8% 131 2.7% 200 2.9% 331 2.8%
           New England 189 13.0 5.4% 142 3.0% 598 8.8% 740 6.4%
           Pacific 498 29.2 12.3% 983 20.4% 1,418 20.8% 2,401 20.6%
           South Atlantic 519 43.6 18.3% 957 19.9% 859 12.6% 1,816 15.6%
           West North Central 235 15.9 6.7% 161 3.3% 402 5.9% 563 4.8%
           West South Central 414 24.1 10.1% 626 13.0% 1,278 18.7% 1,903 16.3%
           Puerto Rico 48 2.5 1.1% 12 .3% 0 .0% 12 .1%
               Missing 0 0.0 .0% 0 .0% 0 .0% 0 .0%
        Urban By Bedsize 3277 238.3 100.0% 4,812 100.0% 6,830 100.0% 11,643 100.0%
           0-49 beds 345 6.6 2.8% 29 .6% 84 1.2% 113 1.0%
           50-99 beds 455 10.3 4.3% 59 1.2% 168 2.5% 227 1.9%
           100-199 beds 811 32.7 13.7% 552 11.5% 705 10.3% 1,257 10.8%
           200-299 beds 579 40.5 17.0% 640 13.3% 951 13.9% 1,592 13.7%
           300-499 beds 684 71.7 30.1% 1,474 30.6% 1,687 24.7% 3,161 27.1%
           500 or more beds 403 76.6 32.1% 2,059 42.8% 3,235 47.4% 5,294 45.5%
               Missing 0 0.0 .0% 0 .0% 0 .0% 0 .0%
        Rural By Bedsize 2248 67.1 100.0% 371 100.0% 554 100.0% 925 100.0%
           0-49 beds 1088 19.9 29.6% 39 10.6% 76 13.8% 115 12.5%
           50-99 beds 632 16.9 25.2% 81 21.8% 121 21.8% 202 21.8%
           100-149 beds 248 10.3 15.4% 58 15.7% 87 15.8% 146 15.8%
           150-199 beds 126 7.2 10.8% 63 17.0% 46 8.4% 109 11.8%
           200 or more beds 154 12.7 19.0% 129 34.9% 223 40.3% 353 38.1%
               Missing 0 0.0 .0% 0 .0% 0 .0% 0 .0%
Type of Hospital 5638 305.6 100.0% 5,183 100.0% 7,559 100.0% 12,742 100.0%
           General 5203 287.1 94.0% 5,130 99.0% 5,603 74.1% 10,732 84.2%
           Children's 54 3.2 1.0% 16 .3% 180 2.4% 196 1.5%
           Psychiatric 259 13.0 4.3% 37 .7% 1,646 21.8% 1,683 13.2%
           Rehabilitation 26 0.5 .2% 0 .0% 5 .1% 5 .0%
           Other 28 1.8 .6% 0 .0% 45 .6% 45 .4%
           Missing 68 0.0 .0% 0 .0% 80 1.1% 80 .6%
Type of Ownership 5638 305.6 100.0% 5,183 100.0% 7,559 100.0% 12,742 100.0%
           Federal 46 0.5 .1% 3 .1% 18 .2% 21 .2%
           State 229 19.7 6.5% 281 5.4% 2,549 33.7% 2,830 22.2%
           County or local 696 29.9 9.8% 490 9.5% 1,931 25.5% 2,421 19.0%
           Gov. - h. dist. of auth. 638 23.3 7.6% 405 7.8% 615 8.1% 1,020 8.0%
           Not-for-profit 3129 205.5 67.2% 3,371 65.0% 2,064 27.3% 5,436 42.7%
           For-profit 796 26.7 8.7% 633 12.2% 224 3.0% 857 6.7%
           Missing 104 0.0 .0% 0 .0% 158 2.1% 158 1.2%
Medicare Case Mix Index 5638 305.6 100.0% 5,183 100.0% 7,559 100.0% 12,742 100.0%
          1st quartile 1288 26.5 8.7% 87 1.7% 191 2.5% 278 2.2%
          2nd quartile 1289 43.9 14.4% 453 8.7% 651 8.6% 1,104 8.7%
          3rd quartile 1288 76.5 25.0% 1,172 22.6% 1,285 17.0% 2,457 19.3%
          4th quartile 1283 141.1 46.2% 3,471 67.0% 3,419 45.2% 6,890 54.1%
          Missing 490 17.6 5.8% 0 0.0% 2,014 26.6% 2,014 15.8%

Table B.2 Total Estimated "New" DSH by Category ($ millions)
Estimated Medicare Payments Using FY2003 Rules and Federal Share of Medicaid Payments



8/15/2002 115

Table B.2 Total Estimated "New" DSH by Category ($ millions) 
Estimated Medicare Payments Using FY2003 Rules and Federal Share of Medicaid Payments 

Medicare SSI Days and Medicaid Days as Percent of Total 
Inpatient Days 5638 305.6 100.0% 5,183 100.0% 7,559 100.0% 12,742 100.0% 100.0%
          <.10 1510 73.3 24.0% 36 0.7% 246 3.3% 282 2.2% 26.3%
          = >.10 and <.20 1715 101.0 33.1% 998 19.2% 696 9.2% 1,694 13.3% 36.6%
          = >.20 and < .30 947 59.4 19.4% 1,579 30.5% 1,033 13.7% 2,611 20.5% 20.6%
          =>.30 and <.40 474 29.5 9.7% 1,216 23.5% 1,413 18.7% 2,630 20.6% 9.4%
          =>.40 and <.50 211 12.8 4.2% 674 13.0% 983 13.0% 1,657 13.0% 3.7%
          =>.50 and <.60 96 5.8 1.9% 311 6.0% 570 7.5% 880 6.9% 1.6%
          =>.60 and <.70 55 3.9 1.3% 233 4.5% 545 7.2% 778 6.1% 1.0%
          =>.70 and <.80 21 1.3 0.4% 88 1.7% 61 0.8% 149 1.2% 0.4%
          =>.80 9 0.3 0.1% 8 0.2% 5 0.1% 14 0.1% 0.1%
          Missing 600 18.2 6.0% 41 0.8% 2,007 26.5% 2,047 16.1% 0.2%
Medicare Inpatient Days As Percent of Total Inpatient Days 5638 305.6 100.0% 5,183 100.0% 7,559 100.0% 12,742 100.0% 100.0%
          0-24 275 18.2 6.0% 521 10.0% 2,663 35.2% 3,184 25.0% 4.0%
          25-49 1314 98.3 32.2% 2,734 52.8% 1,447 19.1% 4,181 32.8% 32.7%
          50-64 2029 119.7 39.2% 1,568 30.3% 957 12.7% 2,525 19.8% 45.3%
          65-79 1247 44.1 14.4% 220 4.3% 206 2.7% 426 3.3% 16.0%
          80 and over 166 3.7 1.2% 8 0.1% 14 0.2% 22 0.2% 1.0%
          Missing 607 21.5 7.0% 132 2.5% 2,272 30.1% 2,403 18.9% 0.9%
Medicare SSI Days As Percent of Total Medicare Days 5638 305.6 100.0% 5,183 100.0% 7,559 100.0% 12,742 100.0% 100.0%
          <.10 3153 183.5 60.1% 1,453 28.0% 1,203 15.9% 2,656 20.8% 65.3%
          = >.10 and <.20 1216 73.9 24.2% 2,380 45.9% 1,615 21.4% 3,995 31.4% 25.8%
          = >.20 and < .30 436 21.6 7.1% 825 15.9% 1,986 26.3% 2,811 22.1% 6.0%
          =>.30 and <.40 162 6.2 2.0% 308 5.9% 707 9.4% 1,015 8.0% 1.7%
          =>.40 and <.50 45 1.3 0.4% 90 1.7% 26 0.3% 116 0.9% 0.5%
          =>.50 and <.60 17 0.4 0.1% 40 0.8% 6 0.1% 45 0.4% 0.2%
          =>.60 and <.70 9 0.4 0.1% 48 0.9% 9 0.1% 57 0.4% 0.2%
          =>.70 0 0.0 0.0% 0 0.0% 0 0.0% 0 0.0% 0.0%
          Missing 600 18.2 6.0% 41 0.8% 2,007 26.5% 2,047 16.1% 0.2%
Medicaid Inpatient Days As a Percent of Total Non-
Medicare Days 5638 305.6 100.0% 5,183 100.0% 7,559 100.0% 12,742 100.0% 100.0%
          <.10 858 39.4 12.9% 31 0.6% 80 1.1% 112 0.9% 13.8%
          = >.10 and <.20 972 54.0 17.7% 194 3.7% 290 3.8% 484 3.8% 19.2%
          = >.20 and < .30 1073 70.0 22.9% 942 18.2% 865 11.4% 1,807 14.2% 25.3%
          =>.30 and <.40 867 54.1 17.7% 1,297 25.0% 1,109 14.7% 2,406 18.9% 19.0%
          =>.40 and <.50 518 29.2 9.6% 953 18.4% 1,095 14.5% 2,048 16.1% 9.6%
          =>.50 and <.60 317 20.3 6.7% 786 15.2% 955 12.6% 1,741 13.7% 6.6%
          =>.60 and <.70 150 7.0 2.3% 328 6.3% 584 7.7% 912 7.2% 2.2%
          =>.70 and <.80 86 5.9 1.9% 314 6.1% 216 2.9% 530 4.2% 2.0%
          =>.80 86 3.3 1.1% 169 3.3% 86 1.1% 255 2.0% 1.1%
          Missing 711 22.3 7.3% 169 3.3% 2,280 30.2% 2,448 19.2% 1.1%
Medicaid Inpatient Days As Percent of Total Inpatient Days 5638 305.6 100.0% 5,183 100.0% 7,559 100.0% 12,742 100.0% 100.0%
          1st state quartile 1223 57.2 18.7% 103 2.0% 176 2.3% 279 2.2% 1223
          2nd state quartile 1274 65.7 21.5% 566 10.9% 318 4.2% 884 6.9% 1274
          3rd state quartile  1257 74.2 24.3% 1,316 25.4% 925 12.2% 2,241 17.6% 1257
          4th state quartile 1283 90.2 29.5% 3,157 60.9% 4,121 54.5% 7,278 57.1% 1283
          1 s.d. Above State Average 1120 67.6 22.1% 1,987 38.3% 3,387 44.8% 5,374 42.2% 1120
          Missing 601 18.3 6.0% 41 0.8% 2,019 26.7% 2,060 16.2% 111
Teaching Status 5638 305.6 100.0% 5,183 100.0% 7,559 100.0% 12,742 100.0% 5148
          Non- teaching 3994 157.8 51.6% 1,859 35.9% 973 12.9% 2,832 22.2% 3993
          Fewer than 10 residents 369 26.6 8.7% 468 9.0% 193 2.6% 661 5.2% 369
          Residents >10 and <100 509 56.1 18.4% 1,138 22.0% 1,254 16.6% 2,393 18.8% 509
          Residents => 100 and < 250  149 25.3 8.3% 919 17.7% 1,382 18.3% 2,300 18.1% 149
          Residents => 250 88 22.0 7.2% 782 15.1% 1,755 23.2% 2,537 19.9% 88
          Missing 529 17.7 5.8% 18 0.3% 2,002 26.5% 2,020 15.8% 40
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Table B.3 Total Estimated "New "DSH  by State ($ millions) 
Estimated Medicare Payments Using FY2003 Rules and Federal Share of Medicaid Payments 

State N    
Hosp  

Adjusted Patient 
Days          (millions) 

% Patient 
Days 

Medicare (New FY 
2003 Rules) 

% Medicaid 
(Federal Share) 

% Total Estimated 
New DSH 

% of the 
Total 

Total 5638 305.58 100.0% 5,183100.0% 8,507 100.0% 13,691 100.0% 
Alabama 114 5.61 1.8% 107 2.1% 273 3.2% 380 2.8% 
Alaska 23 .67 .2% 4 .1% 8 .1% 13 .1% 
Arizona 74 3.41 1.1% 49 .9% 80 .9% 129 .9% 
Arkansas 84 3.40 1.1% 38 .7% 1 .0% 39 .3% 
California 443 24.17 7.9% 887 17.1% 1,254 14.7% 2,141 15.6% 
Colorado 78 2.83 .9% 26 .5% 91 1.1% 117 .9% 
Connecticut 50 3.18 1.0% 34 .6% 185 2.2% 219 1.6% 
Delaware 7 .86 .3% 8 .2% 4 .0% 12 .1% 
DC 14 1.53 .5% 40 .8% 23 .3% 63 .5% 
Florida 212 15.54 5.1% 331 6.4% 206 2.4% 538 3.9% 
Georgia 164 9.42 3.1% 168 3.2% 251 3.0% 420 3.1% 
Hawaii 22 1.09 .4% 22 .4% 0 .0% 22 .2% 
Idaho 44 1.21 .4% 11 .2% 1 .0% 12 .1% 
Illinois 214 13.17 4.3% 195 3.8% 118 1.4% 313 2.3% 
Indiana 121 7.16 2.3% 52 1.0% 76 .9% 127 .9% 
Iowa 118 4.64 1.5% 16 .3% 13 .1% 28 .2% 
Kansas 126 3.66 1.2% 19 .4% 26 .3% 45 .3% 
Kentucky 120 5.40 1.8% 89 1.7% 137 1.6% 226 1.7% 
Louisiana 149 5.68 1.9% 126 2.4% 514 6.0% 641 4.7% 
Maine 43 1.47 .5% 19 .4% 82 1.0% 101 .7% 
Maryland 62 4.98 1.6% 57 1.1% 72 .8% 129 .9% 
Massachusetts 95 6.77 2.2% 81 1.6% 274 3.2% 355 2.6% 
Michigan 188 10.58 3.5% 135 2.6% 171 2.0% 307 2.2% 
Minnesota 142 6.76 2.2% 45 .9% 29 .3% 74 .5% 
Mississippi 105 4.49 1.5% 86 1.7% 141 1.7% 227 1.7% 
Missouri 154 7.79 2.6% 76 1.5% 404 4.8% 480 3.5% 
Montana 49 1.82 .6% 4 .1% 0 .0% 4 .0% 
Nebraska 94 2.79 .9% 16 .3% 4 .0% 19 .1% 
Nevada 27 1.22 .4% 21 .4% 37 .4% 58 .4% 
New Hampshire 29 1.29 .4% 1 .0% 64 .8% 65 .5% 
New Jersey 97 8.11 2.7% 110 2.1% 529 6.2% 639 4.7% 
New Mexico 50 1.45 .5% 19 .4% 5 .1% 24 .2% 
New York 296 29.78 9.7% 670 12.9% 934 11.0% 1,604 11.7% 
North Carolina 140 9.80 3.2% 234 4.5% 214 2.5% 447 3.3% 
North Dakota 50 1.71 .6% 4 .1% 1 .0% 4 .0% 
Ohio 207 12.32 4.0% 111 2.1% 382 4.5% 493 3.6% 
Oklahoma 132 3.70 1.2% 49 .9% 16 .2% 65 .5% 
Oregon 66 2.55 .8% 24 .5% 17 .2% 41 .3% 
Pennsylvania 211 15.36 5.0% 197 3.8% 292 3.4% 489 3.6% 
Puerto Rico 53 2.69 .9% 12 .2% 0 .0% 12 .1% 
Rhode Island 13 1.30 .4% 10 .2% 30 .3% 40 .3% 
South Carolina 68 4.54 1.5% 105 2.0% 308 3.6% 413 3.0% 
South Dakota 54 1.53 .5% 5 .1% 1 .0% 5 .0% 
Tennessee 127 6.60 2.2% 156 3.0% 0 .0% 156 1.1% 
Texas 413 17.64 5.8% 475 9.2% 896 10.5% 1,371 10.0% 
Utah 44 1.57 .5% 12 .2% 3 .0% 15 .1% 
Vermont 15 .78 .3% 3 .1% 18 .2% 21 .2% 
Virginia 107 7.47 2.4% 87 1.7% 83 1.0% 170 1.2% 
Washington 109 4.15 1.4% 64 1.2% 172 2.0% 236 1.7% 
West Virginia 62 3.17 1.0% 39 .8% 61 .7% 100 .7% 
Wisconsin 134 6.06 2.0% 33 .6% 6 .1% 40 .3% 
Wyoming 25 .70 .2% 1 .0% 0 .0% 1 .0% 
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APPENDIX C 
SUMMARY OF FINANCIAL INDICATORS BY HOSPITAL CLASS 
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1 2 3 4 5 6 7 8 9 10 11

Category
% of Total FY 1998 

DSH Payments

Ave. DSH 
Payment Per 
Discharge

% of Medicare 
FY 1998 DSH 

Payments

% of  Medicaid 
FY 1998 DSH 

Payments

Av. Position in % Av. Position in % Av. Position in %
(T. 18 + T.19 Fed. 

Share)

1998 1998 1998

All Hospitals 4940 4.7% 1.9% 54.8% 54.0% 50.7% 100.0% 363 100.0% 100.0%

By Geographic Area

        Urban 2747 4.7% 1.6% 53.7% 53.1% 48.8% 93.9% 376 96.9% 91.1%

                Large urban 1561 4.1% 0.8% 50.6% 50.1% 45.6% 64.8% 419 63.8% 65.8%

                Other urban 1159 5.7% 2.9% 59.0% 58.1% 54.3% 29.0% 307 33.1% 25.1%

                Urban, type missing 27 0.9% 0.2% 32.8% 44.3% 19.3% 0.1% 239 0.0% 0.2%

        Rural 2183 4.8% 3.4% 60.8% 59.1% 60.7% 6.1% 231 3.1% 8.9%

        Missing 10 -3.3% -3.3% 51.7% 55.2% 50.7%

        Urban By Region

                East North Central 475 5.3% 3.7% 60.9% 60.0% 52.8% 9.0% 215 10.4% 7.7%

                East South Central 159 4.6% 1.2% 54.1% 53.3% 51.7% 5.4% 349 7.3% 3.6%

                Middle Atlantic 263 0.5% -3.7% 36.0% 36.9% 29.4% 13.0% 447 13.9% 12.2%

                Mountain 130 5.3% 2.6% 58.1% 59.6% 60.5% 3.5% 276 2.8% 4.2%

                New England 147 2.7% -0.4% 45.6% 44.9% 38.7% 5.8% 409 2.7% 8.8%

                Pacific 424 5.6% 0.0% 47.5% 47.3% 44.5% 22.9% 718 20.7% 25.1%

                South Atlantic 605 4.7% 2.4% 57.1% 55.6% 50.9% 17.3% 289 23.9% 11.0%

                West North Central 173 8.0% 6.4% 66.3% 66.4% 62.5% 3.8% 248 3.2% 4.5%

                West South Central 333 6.3% 2.0% 55.3% 53.7% 54.8% 13.0% 500 11.9% 14.0%

                Puerto Rico 38 1.3% 0.7% 53.8% 54.0% 38.2% 0.1% 21 0.1% 0.0%

                    Missing 0 n n n n n n n n n

        Urban By Bedsize

                0-49 beds 300 -1.4% -2.4% 44.2% 43.4% 44.0% 0.2% 220 0.1% 0.4%

                50-99 beds 385 1.9% 0.9% 51.0% 51.9% 46.4% 1.4% 307 0.6% 2.0%

                100-199 beds 855 3.8% 1.0% 52.3% 51.5% 47.4% 13.0% 270 17.4% 8.7%

                200-299 beds 546 4.1% 1.1% 55.1% 53.0% 51.4% 19.8% 338 18.6% 20.9%

                300-499 beds 477 6.0% 2.6% 55.3% 55.7% 49.3% 33.9% 410 35.0% 32.9%

                500 or more beds 182 4.8% 1.4% 51.9% 51.1% 47.3% 25.6% 469 25.2% 26.1%

                    Missing 2 n n n n n n n n n

        Rural By Bedsize

                0-49 beds 1105 1.4% 0.3% 48.5% 48.1% 56.5% 0.8% 262 0.2% 1.4%

                50-99 beds 641 3.6% 2.3% 57.6% 56.3% 60.3% 1.5% 228 0.3% 2.7%

                100-149 beds 238 5.6% 4.3% 63.0% 60.4% 61.2% 1.4% 231 0.8% 2.1%

                150-199 beds 113 6.4% 5.1% 67.0% 65.0% 63.3% 0.8% 191 0.7% 0.9%

                200 or more beds 86 7.2% 5.5% 68.2% 65.6% 62.1% 1.5% 248 1.0% 1.9%

N of Hospitals

Total Margin
Total Margin Net of 
DSH:  3-year ave. 

Total Margin Net of 
DSH FY 1998 

Composite Index 
Total Margin 
Net of DSH 
Payments

TableC.1
Summary of Financial Indicators by Hospital Class
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SIMULATION RESULTS FROM THREE STATE ANALYSIS



8/15/2002 120

 Table D.1A 
 California Hospitals 
 DSH Payments Based on Percent Low-income Utilization 
 N     DSH Per  
 Receiving DSH Funds % of DSH  DSH to Adjusted  Margin 
 DSH $ Funds  Fin Risk Day ($) w/ DSH 

All Hospitals 204 1,880,769,299 100% 0.78 104 6.7% 
By Geographic Area       
        Urban 176 1,847,252,818 98% 0.79 107 6.7% 
                Large Urban 128 1,564,749,624 83% 0.81 118 6.9% 
                Other Urban 48 282,503,194 15% 0.66 73 5.9% 
        Rural 28 33,516,481 2% 0.48 37 7.3% 
        Urban By Bedsize       
                0-49 beds 11 15,078,245 1% 0.95 41 7.8% 
                50-99 beds 22 43,405,547 2% 0.39 44 6.7% 
                100-199 beds 55 266,523,501 14% 0.63 82 3.4% 
                200-299 beds 36 339,716,788 18% 0.81 99 4.8% 
                300-499 beds 35 561,402,713 30% 0.90 97 8.6% 
                500 or more beds 17 621,126,025 33% 0.82 182 7.3% 
        Rural By Bedsize       
                0-49 beds 14 10,188,910 1% 0.41 26 6.8% 
                50-99 beds 11 15,419,380 1% 0.51 55 7.1% 
                100-149 beds 3 7,908,191 0% 0.52 35 8.2% 
                150 or more beds       
Type of Ownership       
                State government 2 73,685,230 4% 1.42 302 14.6% 
                County or local  government 24 931,648,833 50% 1.16 418 14.7% 
                Gov. - hosp. dist. 35 82,333,881 4% 0.49 39 4.7% 
                Not-for-profit 100 614,447,732 33% 0.52 56 4.2% 
                For-profit 43 178,653,623 9% 0.79 70 8.4% 
Teaching Status       
                Non- teaching 149 541,979,783 29% 0.54 47 5.2% 
                Fewer than 10 residents 19 153,104,556 8% 0.93 100 6.7% 
                Residents >10 and <100 24 437,571,870 23% 0.79 169 4.7% 
                Residents => 100 and < 250  6 311,449,927 17% 1.24 282 7.9% 
                Residents => 250 6 436,663,164 23% 0.97 319 13.6% 
Low-Income Patient Gross Days as 
% of Total Days  
                More than 60% 39 1,211,818,333 64% 1.25 395 14.4% 
               50-60 % 16 122,722,215 7% 1.42 202 9.0% 
                40-50 % 24 211,266,806 11% 1.19 143 4.2% 
                30-40 % 41 166,492,927 9% 0.66 79 4.7% 
                20-30 % 70 161,164,585 9% 0.28 34 3.4% 
                10-20 % 14 7,304,434 0% 0.03 2 2.3% 
               10 % and less 0 0 0% 0.00 0 10.3% 
Low-Income Patient Gross Revenues 
as % of Total Patient Revenues 
                More than 60% 21 903,669,835 48% 1.18 449 15.4% 
               50-60 % 10 112,971,280 6% 1.54 196 14.1% 
                40-50 % 23 237,396,523 13% 1.36 199 7.6% 
                30-40 % 27 199,262,419 11% 0.96 130 8.1% 
                20-30 % 62 284,263,242 15% 0.70 74 4.2% 
                10-20 % 55 134,926,526 7% 0.23 25 3.0% 
               10 % and less 6 8,279,475 0% 0.04 2 6.0% 
Financial Risk        
                More than 25 % 19 441,924,754 23% 0.81 367 5.0% 
                20-25 % 14 313,981,418 17% 1.10 352 16.9% 
                15-20 % 18 256,857,318 14% 1.33 259 15.0% 
                10-15 % 60 384,735,409 20% 0.64 104 4.7% 
                5-10 % 64 296,955,865 16% 0.49 52 4.6% 
                0-5 % 23 149,274,304 8% 0.71 30 6.3% 
               None 6 37,040,231 2% -1.98 70 17.3% 
Safety Net Hospitals: Margin Net of DSH  
                Less than -25% 23 289,976,723 15% 0.92 276 -11.3% 
                 -15 to -25% 19 174,513,026 9% 0.86 195 -1.6% 
                -5% to -15% 45 449,934,183 24% 0.97 147 3.1% 
               -5% to 5% 60 514,819,510 27% 0.77 116 7.7% 
               5% to 15% 37 410,566,958 22% 1.05 182 16.6% 
                From 15% to25% 4 29,142,775 2% 0.92 97 22.5% 
                25% and higher 2 4,511,690 0% -1.12 190 35.5% 
             All Safety Net Hospitals 190 1,873,464,865 100% 0.91 156 7.5% 
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     Table D.1B 
 California Hospitals 
 DSH Payments Based on Percent Low-income Revenues 

N  
Receiving 

 DSH 
DSH Funds 

$ 
% of DSH  

Funds 
DSH to 

 Fin Risk 

DSH Per 
Adjusted  
Day ($) 

Margin 
w/ DSH 

All Hospitals 199 1,880,769,299 100% 0.78 104 6.7% 
By Geographic Area       
        Urban 163 1,804,632,340 96% 0.77 105 6.5% 
        Large Urban 113 1,480,819,153 79% 0.77 111 6.5% 
        Other Urban 50 323,813,187 17% 0.75 84 6.6% 
        Rural 36 76,136,959 4% 1.08 85 11.6% 
        Urban By Bedsize       
        0-49 beds 17 58,268,341 3% 3.67 159 21.7% 
        50-99 beds 20 75,631,172 4% 0.67 77 9.0% 
        100-199 beds 54 274,858,478 15% 0.65 85 3.6% 
        200-299 beds 27 298,129,617 16% 0.71 87 3.9% 
        300-499 beds 30 479,095,696 25% 0.77 83 7.7% 
        500 or more beds 15 618,649,036 33% 0.82 181 7.2% 
        Rural By Bedsize       
        0-49 beds 22 48,891,109 3% 1.97 124 17.8% 
        50-99 beds 11 19,773,636 1% 0.65 71 8.3% 
        100-149 beds 3 7,472,214 0% 0.50 33 8.1% 
        150 or more beds       
Type of Ownership       
        State government 2 48,283,967 3% 0.93 198 10.5% 
        County or local  government 27 987,312,918 52% 1.23 443 15.8% 
        Gov. - hosp. dist. 43 133,130,826 7% 0.79 63 6.9% 
        Not-for-profit 84 519,152,473 28% 0.44 48 3.6% 
        For-profit 43 192,889,115 10% 0.85 75 8.8% 
Teaching Status       
        Non- teaching 151 568,877,200 30% 0.57 50 5.4% 
        Fewer than 10 residents 15 146,821,582 8% 0.89 96 6.4% 
        Residents >10 and <100 21 440,056,345 23% 0.80 170 4.8% 
        Residents => 100 and < 250  6 334,588,026 18% 1.33 303 8.8% 
        Residents => 250 6 390,426,147 21% 0.87 285 12.5% 
Low-Income Patient Gross Days as % of 
Total Days        
        More than 60% 39 1,202,795,032 64% 1.24 392 14.3% 
       50-60 % 15 92,842,619 5% 1.08 153 5.8% 
        40-50 % 24 145,103,314 8% 0.82 98 0.9% 
        30-40 % 37 133,617,566 7% 0.53 63 3.6% 
        20-30 % 52 178,875,040 10% 0.31 38 3.7% 
        10-20 % 24 103,352,701 5% 0.36 24 4.0% 
       10 % and less 8 24,183,028 1% 0.35 13 11.1% 
Low-Income Patient Gross Revenues as 
% of Total Patient Revenues       
        More than 60% 24 980,221,632 52% 1.28 487 17.0% 
       50-60 % 13 163,466,901 9% 2.23 283 20.1% 
        40-50 % 27 248,079,032 13% 1.42 208 8.3% 
        30-40 % 31 197,005,282 10% 0.95 129 8.0% 
        20-30 % 71 255,237,147 14% 0.63 67 3.6% 
        10-20 % 33 36,759,306 2% 0.06 7 1.8% 
       10 % and less 0   0.00 0 5.9% 
Financial Risk        
        More than 25 % 20 509,899,638 27% 0.94 424 8.0% 
        20-25 % 16 328,966,091 17% 1.16 369 17.7% 
        15-20 % 20 235,533,153 13% 1.22 238 13.8% 
        10-15 % 60 318,403,827 17% 0.53 86 3.5% 
        5-10 % 51 244,677,509 13% 0.40 42 4.0% 
        0-5 % 22 184,313,984 10% 0.87 37 6.7% 
       None 10 58,975,096 3% -3.15 111 19.7% 
Safety Net Hospitals: Margin Net of DSH        
        Less than -25% 22 334,724,098 18% 1.07 318 -7.5% 
         -15 to -25% 17 154,638,937 8% 0.76 173 -3.4% 
        -5% to -15% 42 373,648,499 20% 0.80 122 1.3% 
       -5% to 5% 51 499,176,672 27% 0.75 112 7.5% 
       5% to 15% 30 350,680,113 19% 0.90 155 15.5% 
        From 15% to25% 4 35,362,993 2% 1.11 118 23.5% 
        25% and higher 1 5,002,258 0% -1.25 211 36.0% 
     All Safety Net Hospitals 167 1,753,233,570 93% 0.85 146 6.9% 
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 Table D.1C 
 California Hospitals 
 DSH Payments Based on Financial Risk as % Operating Cost 

 

N  
Receiving 

DSH 
DSH Funds 

$ 
% of DSH  

Funds 
DSH to 

 Fin Risk 

DSH Per 
Adjusted  
Day ($) 

Margin 
w/ DSH 

All Hospitals 221      1,880,769,299  100% 0.78 104 6.7% 
By Geographic Area       
        Urban 188      1,822,939,093  97% 0.77 106 6.6% 
        Large Urban 131      1,453,674,718  77% 0.76 109 6.4% 
        Other Urban 57        369,264,375  20% 0.86 95 7.4% 
        Rural 33          57,830,207  3% 0.82 64 9.8% 
        Urban By Bedsize       
        0-49 beds 13          31,579,303  2% 1.99 86 13.7% 
        50-99 beds 30          98,754,944  5% 0.88 101 10.5% 
        100-199 beds 57        419,777,706  22% 0.99 129 7.0% 
        200-299 beds 31        352,389,005  19% 0.84 103 5.0% 
        300-499 beds 40        390,384,776  21% 0.62 68 6.8% 
        500 or more beds 17        530,053,358  28% 0.70 155 6.0% 
        Rural By Bedsize       
        0-49 beds 19          25,942,870  1% 1.04 66 11.6% 
        50-99 beds 11          24,269,131  1% 0.80 87 9.5% 
        100-149 beds 3    7,618,205  0% 0.51 34 8.1% 
        150 or more beds       
Type of Ownership       
        State government 2          27,052,042  1% 0.52 111 6.8% 
        County or local  government 27        774,144,256  41% 0.96 348 11.5% 
        Gov. - hosp. dist. 38        154,106,674  8% 0.92 72 7.8% 
        Not-for-profit 109        707,175,043  38% 0.60 65 4.7% 
        For-profit 45        218,291,284  12% 0.96 85 9.5% 
Teaching Status       
        Non- teaching 164        792,773,178  42% 0.79 69 6.8% 
        Fewer than 10 residents 19        115,486,497  6% 0.70 75 5.1% 
        Residents >10 and <100 27        482,953,399  26% 0.88 186 5.8% 
        Residents => 100 and < 250  5        224,820,357  12% 0.90 204 4.3% 
        Residents => 250 6        264,735,868  14% 0.59 194 9.6% 
Low-Income Patient Gross Days as % of Total Days        
        More than 60% 35        910,083,780  48% 0.94 297 9.9% 
       50-60 % 14          75,570,672  4% 0.88 124 3.8% 
        40-50 % 22        144,709,079  8% 0.81 98 0.9% 
        30-40 % 36        234,164,879  12% 0.93 110 7.0% 
        20-30 % 65        387,763,999  21% 0.67 81 6.5% 
        10-20 % 42        113,006,088  6% 0.39 27 4.1% 
       10 % and less 7          15,470,802  1% 0.22 9 10.8% 
Low-Income Patient Gross Revenues as % of Total Patient 
Revenues       
        More than 60% 21        749,628,494  40% 0.98 372 12.0% 
       50-60 % 12        104,562,272  6% 1.43 181 13.1% 
        40-50 % 23        166,653,435  9% 0.95 140 3.0% 
        30-40 % 23        138,057,719  7% 0.67 90 5.7% 
        20-30 % 59        385,781,937  21% 0.95 101 6.3% 
        10-20 % 67        312,988,957  17% 0.52 58 5.1% 
       10 % and less 16          23,096,484  1% 0.11 7 6.2% 
Financial Risk        
        More than 25 % 20        604,832,852  32% 1.11 503 12.0% 
        20-25 % 16        290,821,854  15% 1.02 326 15.6% 
        15-20 % 20        230,025,256  12% 1.19 232 13.4% 
        10-15 % 68        493,671,344  26% 0.82 133 6.6% 
        5-10 % 97        261,417,993  14% 0.43 45 4.2% 
        0-5 % 0      -     -   -   - 4.3% 
       None 0      -     -   -      - 12.7% 
Safety Net Hospitals: Margin Net of DSH        
        Less than -25% 23        379,612,621  20% 1.21 361 -4.0% 
         -15 to -25% 18        207,164,833  11% 1.02 232 1.2% 
        -5% to -15% 43        422,158,833  22% 0.91 138 2.5% 
       -5% to 5% 57        453,490,349  24% 0.68 102 6.9% 
       5% to 15% 28        263,719,930  14% 0.68 117 13.9% 
        From 15% to25% 3          26,145,843  1% 0.82 87 22.0% 
        25% and higher 0      -    0% 0.00 0 30.0% 
     All Safety Net Hospitals 172      1,752,292,409  93% 0.85 146 6.9% 
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 TableD.1D 
 California Hospitals 
 Sliding Scale DSH Payments Based on Financial Risk 
 N     DSH Per  
 Receiving DSH Funds % of DSH  DSH to Adjusted  Margin 
 DSH $ Funds  Fin Risk Day ($) w/ DSH 

All Hospitals 221 1,880,769,299 100% 0.78 104 6.7% 
By Geographic Area       
        Urban 188 1,838,660,346 98% 0.78 107 6.6% 
                Large Urban 131 1,448,347,145 77% 0.75 109 6.3% 
                Other Urban 57 390,313,201 21% 0.91 101 7.8% 
        Rural 33 42,108,953 2% 0.60 47 8.2% 
        Urban By Bedsize       
                0-49 beds 13 30,788,348 2% 1.94 84 13.4% 
                50-99 beds 30 94,462,579 5% 0.84 97 10.3% 
                100-199 beds 57 454,666,710 24% 1.08 140 7.7% 
                200-299 beds 31 379,745,485 20% 0.91 111 5.6% 
                300-499 beds 40 317,950,971 17% 0.51 55 6.0% 
                500 or more beds 17 561,046,251 30% 0.74 164 6.4% 
        Rural By Bedsize       
                0-49 beds 19 17,391,562 1% 0.70 44 9.1% 
                50-99 beds 11 19,888,011 1% 0.65 71 8.3% 
                100-149 beds 3 4,829,380 0% 0.32 22 7.1% 
                150 or more beds       
Type of Ownership       
                State government 2 17,482,651 1% 0.34 72 5.0% 
                County or local  government 27 974,538,115 52% 1.21 438 15.5% 
                Gov. - hosp. dist. 38 138,470,379 7% 0.83 65 7.1% 
                Not-for-profit 109 552,514,992 29% 0.47 51 3.8% 
                For-profit 45 197,763,163 11% 0.87 77 8.9% 
Teaching Status       
                Non- teaching 164 674,128,236 36% 0.67 59 6.1% 
                Fewer than 10 residents 19 113,080,929 6% 0.69 74 5.0% 
                Residents >10 and <100 27 514,374,171 27% 0.93 199 6.5% 
                Residents => 100 and < 250  5 283,384,527 15% 1.13 257 6.7% 
                Residents => 250 6 295,801,436 16% 0.66 216 10.3% 
Low-Income Patient Gross Days as % of Total Days        
                More than 60% 35 1,108,924,246 59% 1.14 361 12.9% 
               50-60 % 14 64,804,974 3% 0.75 107 2.6% 
                40-50 % 22 116,167,048 6% 0.65 79 -0.6% 
                30-40 % 36 194,346,428 10% 0.78 92 5.7% 
                20-30 % 65 295,506,794 16% 0.51 62 5.3% 
                10-20 % 42 90,513,618 5% 0.31 21 3.7% 
               10 % and less 7 10,506,192 1% 0.15 6 10.6% 
Low-Income Patient Gross Revenues as % of Total 
Patient Revenues       
                More than 60% 21 960,980,171 51% 1.26 477 16.6% 
               50-60 % 12 121,176,845 6% 1.65 210 15.2% 
                40-50 % 23 152,532,170 8% 0.87 128 2.0% 
                30-40 % 23 104,537,633 6% 0.51 68 4.3% 
                20-30 % 59 318,224,376 17% 0.79 83 4.9% 
                10-20 % 67 209,320,617 11% 0.35 39 3.9% 
               10 % and less 16 13,997,489 1% 0.07 4 6.1% 
Financial Risk        
                More than 25 % 20 819,189,624 44% 1.50 681 19.9% 
                20-25 % 16 373,537,123 20% 1.31 419 20.0% 
                15-20 % 20 191,906,250 10% 0.99 194 11.1% 
                10-15 % 68 339,199,428 18% 0.56 92 3.9% 
                5-10 % 97 156,936,874 8% 0.26 27 3.0% 
                0-5 % 0  -  -  -  - 4.3% 
               None 0  -  -  -  - 12.7% 
Safety Net Hospitals: Margin Net of DSH        
                Less than -25% 23 484,023,454 26% 1.54 460 3.3% 
                 -15 to -25% 18 225,626,736 12% 1.11 253 2.8% 
                -5% to -15% 43 404,079,345 21% 0.87 132 2.0% 
               -5% to 5% 57 388,358,074 21% 0.58 87 6.0% 
               5% to 15% 28 258,961,454 14% 0.66 115 13.8% 
                From 15% to25% 3 18,700,426 1% 0.59 62 20.7% 
                25% and higher 0 0 0% 0.00 0 30.0% 
             All Safety Net Hospitals 172 1,779,749,489 95% 0.86 148 7.1% 
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 Table D.2A 
 New York Hospitals 
 DSH Payments Based on Percent Low-income Utilization 
 N     DSH Per  
 Receiving DSH Funds % of DSH  DSH to Adjusted  Margin 
 DSH $ Funds  Fin Risk Day ($) w/ DSH 

All Hospitals 100 830,200,447 100% 0.46 37 -7.8% 
By Geographic Area       
        Urban 79 806,647,385 97% 0.46 40 -8.4% 
                Large Urban 60 770,336,074 93% 0.48 48 -9.3% 
                Other Urban 19 36,311,311 4% 0.28 9 -3.4% 
        Rural 21 23,553,062 3% 0.42 10 1.2% 
        Urban By Bedsize       
                0-49 beds 3 490,590 0% 0.27 2 -7.8% 
                50-99 beds 2 4,272,521 0% 0.27 2 -7.3% 
                100-199 beds 16 76,422,657 1% 0.43 8 -5.2% 
                200-299 beds 18 72,260,688 9% 0.85 32 -5.5% 
                300-499 beds 18 146,532,270 9% 0.46 19 -9.6% 
                500 or more beds 22 506,668,660 18% 0.41 29 -9.2% 
        Rural By Bedsize       
                0-49 beds 5 4,376,182 1% 0.56 12 -1.5% 
                50-99 beds 6 6,596,429 1% 0.83 9 -0.9% 
                100-149 beds 3 1,686,480 0% 0.05 5 1.7% 
                150 or more beds 7 10,893,971 1% 6.09 12 2.5% 
Type of Ownership       
                State government 3 26,769,580 3% 0.26 59 -36.5% 
                County or local  government 7 95,443,292 11% 1.02 62 -3.8% 
                Gov. - hosp. dist. 0 - - - - - 
                Not-for-profit 87 695,744,108 84% 0.44 35 -7.1% 
                For-profit 3 12,243,466 1% 0.75 16 -8.5% 
Teaching Status       
                Non- teaching 45 93,689,659 11% 0.45 12 -3.7% 
                Fewer than 10 residents 9 18,642,156 2% 0.36 11 -2.0% 
                Residents >10 and <100 16 83,116,200 10% 0.42 22 -8.6% 
                Residents => 100 and < 250  18 338,964,606 41% 0.60 73 -9.2% 
                Residents => 250 12 295,787,826 36% 0.38 64 -10.4% 
Low-Income Patient Gross Days as % of Total Days        
                More than 60% 5 113,298,297 14% 3.35 202 6.0% 
               50-60 % 9 162,884,405 20% 0.53 138 -22.6% 
                40-50 % 11 248,427,182 30% 0.70 94 -9.8% 
                30-40 % 22 204,527,958 25% 0.45 58 -10.2% 
                20-30 % 42 98,045,394 12% 0.28 19 -7.8% 
                10-20 % 11 3,017,210 0% 0.02 0 -2.4% 
               10 % and less 0 0 0% 0.00 0 -7.7% 
Low-Income Patient Gross Revenues as % of Total 
Patient Revenues       
                More than 60% 1 45,634,579 5% 1.42 248 4.1% 
               50-60 % 5 83,462,839 10% 0.93 149 -5.0% 
                40-50 % 15 311,578,022 38% 0.62 97 -12.0% 
                30-40 % 18 247,822,381 30% 0.45 60 -12.4% 
                20-30 % 28 85,040,737 10% 0.45 20 -5.9% 
                10-20 % 32 56,534,849 7% 0.16 8 -5.8% 
               10 % and less 1 127,041 0% 0.00 0 -3.9% 
Financial Risk        
                More than 25 % 1 15,947,743 2% 0.29 81 -38.4% 
                20-25 % 8 146,890,863 18% 0.42 113 -20.2% 
                15-20 % 5 155,706,021 19% 0.66 105 -6.4% 
                10-15 % 12 216,684,603 26% 0.62 81 -13.9% 
                5-10 % 44 199,133,297 24% 0.30 23 -7.1% 
                0-5 % 23 42,469,722 5% 0.24 6 -3.8% 
               None 7 53,368,198 6% -1.96 37 -0.3% 
Safety Net Hospitals:Margin Net of DSH        
                Less than -25% 21 374,233,546 45% 0.53 95 -24.0% 
                 -15 to -25% 14 163,123,554 20% 0.67 77 -11.0% 
                -5% to -15% 32 211,097,758 25% 0.54 44 -4.3% 
               -5% to 5% 22 78,728,378 9% 0.54 33 2.7% 
               5% to 15%   -   -   -   -   -  
                From 15% to25%   -   -   -   -   -  
                25% and higher   -   -   -   -   -  
             All Safety Net Hospitals 89 827,183,237 100% 0.55 63 -9.8% 
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 TableD.2B 
 New York Hospitals 
 DSH Payments Based on Percent Low-income Revenues 
 N     DSH Per  
 Receiving DSH Funds % of DSH  DSH to Adjusted  Margin 
 DSH $ Funds  Fin Risk Day ($) w/ DSH 

All Hospitals 106 830,200,447 100% 0.46 37 -7.8% 
By Geographic Area       
        Urban 79 791,090,467 95% 0.45 39 -8.5% 
      Large Urban 63 765,821,307 92% 0.47 48 -9.3% 
      Other Urban 16 25,269,160 3% 0.19 6 -3.8% 
        Rural 27 39,109,980 5% 0.70 16 2.5% 
        Urban By Bedsize       
      0-49 beds 3 5,997,362 1% 3.35 30 -0.9% 
      50-99 beds 4 5,886,145 1% 0.59 12 -6.6% 
      100-199 beds 16 64,529,695 8% 0.72 27 -6.0% 
      200-299 beds 19 90,043,076 11% 0.58 23 -4.9% 
      300-499 beds 16 148,184,649 18% 0.41 30 -9.6% 
      500 or more beds 21 476,449,540 57% 0.42 58 -9.6% 
        Rural By Bedsize       
      0-49 beds 8 6,873,409 1% 0.88 19 0.3% 
      50-99 beds 10 19,903,949 2% 2.51 28 4.8% 
      100-149 beds 3 4,127,901 0% 0.13 11 2.9% 
      150 or more beds 6 8,204,721 1% 4.59 9 2.0% 
Type of Ownership       
      State government 3 15,176,932 2% 0.15 34 -39.4% 
      County or local  government 9 90,705,455 11% 0.96 59 -4.6% 
      Gov. - hosp. dist. 0 - - - - - 
      Not-for-profit 90 714,286,894 86% 0.45 36 -7.0% 
      For-profit 4 10,031,165 1% 0.61 13 -9.0% 
Teaching Status       
      Non- teaching 53 109,052,793 13% 0.52 14 -3.3% 
      Fewer than 10 residents 8 14,470,474 2% 0.28 8 -2.3% 
      Residents >10 and <100 15 102,172,368 12% 0.52 27 -8.0% 
      Residents => 100 and < 250  18 326,825,661 39% 0.58 70 -9.5% 
      Residents => 250 12 277,679,151 33% 0.35 60 -10.7% 
Low-Income Patient Gross Days as % of 
Total Days        
      More than 60% 5 81,200,732 10% 2.40 145 0.4% 
     50-60 % 9 129,319,867 16% 0.42 110 -26.0% 
      40-50 % 11 240,197,914 29% 0.68 90 -10.2% 
      30-40 % 21 204,296,193 25% 0.45 58 -10.2% 
      20-30 % 32 119,278,339 14% 0.35 23 -7.3% 
      10-20 % 27 55,174,433 7% 0.28 8 -1.3% 
     10 % and less 1 732,969 0% 0.01 0 -7.7% 
Low-Income Patient Gross Revenues as 
% of Total Patient Revenues       
      More than 60% 1 34,369,958 4% 1.07 187 -2.2% 
     50-60 % 5 77,412,846 9% 0.86 138 -6.1% 
      40-50 % 15 322,756,368 39% 0.64 101 -11.5% 
      30-40 % 20 273,163,031 33% 0.50 67 -11.8% 
      20-30 % 38 104,575,369 13% 0.55 24 -5.3% 
      10-20 % 27 17,922,875 2% 0.05 2 -6.5% 
     10 % and less 0 - - - - -3.9% 
Financial Risk        
      More than 25 % 1 21,398,241 3% 0.39 108 -33.3% 
      20-25 % 8 134,352,525 16% 0.39 104 -21.4% 
      15-20 % 5 153,387,370 18% 0.65 103 -6.5% 
      10-15 % 13 206,259,824 25% 0.59 77 -14.4% 
      5-10 % 42 192,186,070 23% 0.29 22 -7.2% 
      0-5 % 28 79,032,272 10% 0.45 11 -3.1% 
     None 9 43,584,144 5% -1.60 30 -1.4% 
Safety Net Hospitals:Margin Net of DSH        
      Less than -25% 19 357,474,269 43% 0.50 91 -24.6% 
       -15 to -25% 12 120,826,112 15% 0.50 57 -13.3% 
      -5% to -15% 31 232,717,221 28% 0.59 48 -3.9% 
     -5% to 5% 16 63,275,443 8% 0.44 27 2.0% 
     5% to 15%   -   -   -   -   -  
      From 15% to25%   -   -   -   -   -  
      25% and higher   -   -   -   -   -  
   All Safety Net Hospitals 78 774,293,044 93% 0.52 59 -10.2% 
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     Table D.2C 
 New York Hospitals 
 DSH Payments Based on Financial Risk as % Operating Cost 
 N     DSH Per  

 Receiving DSH Funds % of DSH  DSH to Adjusted  Margin 
 DSH $ Funds  Fin Risk Day ($) w/ DSH 

All Hospitals 102    830,200,447  100% 0.46 37 -7.8% 
By Geographic Area       
        Urban 84    807,707,326  97% 0.46 40 -8.4% 
      Large Urban 66    784,235,150  94% 0.48 49 -9.2% 
      Other Urban 18     23,472,176  3% 0.18 6 -3.8% 
        Rural 18     22,493,120  3% 0.40 9 1.1% 
        Urban By Bedsize       
      0-49 beds 1 19,922  0% 0.01 0 -8.4% 
      50-99 beds 7       2,631,671  0% 0.27 5 -8.0% 
      100-199 beds 19     32,094,128  4% 0.36 13 -8.3% 
      200-299 beds 14     58,839,631  7% 0.38 15 -6.0% 
      300-499 beds 21    166,814,595  20% 0.46 34 -9.1% 
      500 or more beds 22    547,307,379  66% 0.48 67 -8.8% 
        Rural By Bedsize       
      0-49 beds       
      50-99 beds       
      100-149 beds 6       5,351,540  1% 0.69 15 -0.8% 
      150 or more beds 4       5,203,052  1% 2.91 6 -1.5% 
Type of Ownership       
      State government 3     39,345,039  5% 0.38 87 -33.5% 
      County or local  government 7    112,376,421  14% 1.20 74 -1.2% 
      Gov. - hosp. dist. 0 - - - - - 
      Not-for-profit 89    674,123,720  81% 0.42 34 -7.2% 
      For-profit 3       4,355,267  1% 0.27 6 -10.3% 
Teaching Status       
      Non- teaching 0        -          -        -       - - 
      Fewer than 10 residents 50     58,133,939  7% 0.28 8 -4.6% 
      Residents >10 and <100 6     18,596,540  2% 0.36 11 -2.0% 
      Residents => 100 and < 250  17     75,558,051  9% 0.38 20 -8.9% 
      Residents => 250 16    338,111,334  41% 0.60 73 -9.2% 
Low-Income Patient Gross Days as % of Total Days        
      More than 60% 4     38,250,746  5% 1.13 68 -8.1% 
     50-60 % 8    183,617,459  22% 0.60 156 -20.5% 
      40-50 % 10    269,807,707  32% 0.76 102 -8.8% 
      30-40 % 16    143,264,817  17% 0.32 40 -11.7% 
      20-30 % 27    122,811,630  15% 0.36 23 -7.2% 
      10-20 % 26     45,430,725  5% 0.23 7 -1.5% 
     10 % and less 11     27,017,363  3% 0.22 11 -6.6% 
Low-Income Patient Gross Revenues as % of Total 
Patient Revenues       
      More than 60% 1     26,567,283  3% 0.83 144 -7.0% 
     50-60 % 5     56,165,123  7% 0.63 100 -10.3% 
      40-50 % 12    368,494,554  44% 0.73 115 -9.7% 
      30-40 % 15    238,126,558  29% 0.43 58 -12.7% 
      20-30 % 19     46,043,492  6% 0.24 11 -7.2% 
      10-20 % 42     89,092,876  11% 0.26 12 -5.2% 
     10 % and less 8       5,710,561  1% 0.06 2 -3.7% 
Financial Risk        
      More than 25 % 1     48,487,196  6% 0.88 246 -12.9% 
      20-25 % 8    229,503,146  28% 0.66 177 -13.1% 
      15-20 % 5    180,564,053  22% 0.76 121 -4.3% 
      10-15 % 13    196,200,318  24% 0.56 73 -14.9% 
      5-10 % 75    175,445,734  21% 0.26 21 -7.4% 
      0-5 % 0        -    0% 0.00 0 -4.6% 
     None 0        -    0% 0.00 0 -6.6% 
Safety Net Hospitals:Margin Net of DSH        
      Less than -25% 20    450,185,725  54% 0.63 115 -21.5% 
       -15 to -25% 13    120,205,726  14% 0.49 57 -13.3% 
      -5% to -15% 19    138,341,804  17% 0.35 29 -5.8% 
     -5% to 5% 13     49,019,103  6% 0.34 21 1.4% 
     5% to 15%   -   -   -   -   -  
      From 15% to25%   -   -   -   -   -  
      25% and higher   -   -   -   -   -  
   All Safety Net Hospitals 65    757,752,359  91% 0.51 57 -10.4% 
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 Table D.2D 
 New York Hospitals 
 Sliding Scale DSH Payments Based on Financial Risk 
 N     DSH Per  
 Receiving DSH Funds % of DSH  DSH to Adjusted  Margin 
 DSH $ Funds  Fin Risk Day ($) w/ DSH 

All Hospitals 102 830,200,447 100% 0.46 37 -7.8% 
By Geographic Area       
        Urban 84 813,785,241 98% 0.46 40 -8.3% 
        Large Urban 66 797,704,343 96% 0.49 50 -9.1% 
        Other Urban 18 16,080,898 2% 0.12 4 -4.1% 
        Rural 18 16,415,206 2% 0.29 7 0.6% 
        Urban By Bedsize       
        0-49 beds 1 13,275 0% 0.01 0 -8.4% 
        50-99 beds 7 1,753,609 0% 0.18 3 -8.4% 
        100-199 beds 19 25,181,223 3% 0.28 10 -8.8% 
        200-299 beds 14 52,203,597 6% 0.15 14 -6.2% 
        300-499 beds 21 182,717,779 22% 0.16 37 -8.7% 
        500 or more beds 22 551,915,758 66% 0.49 67 -8.7% 
        Rural By Bedsize       
        0-49 beds      0.6% 
        50-99 beds     0 -7.8% 
        100-149 beds 6 3,884,666 0% 0.50 10 -1.9% 
        150 or more beds 4 4,575,324 1% 2.56 5 -1.8% 
Type of Ownership       
        State government 3 41,674,833 5% 0.41 92 -32.9% 
        County or local  government 7 130,589,383 16% 1.39 85 1.6% 
        Gov. - hosp. dist. 0 - - -  - 
        Not-for-profit 89 654,956,661 79% 0.41 33 -7.3% 
        For-profit 3 2,979,570 0% 0.18 4 -10.7% 
Teaching Status       
        Non- teaching 0 - - - - - 
        Fewer than 10 residents 50 40,682,103 5% 0.20 24 -5.0% 
        Residents >10 and <100 6 15,663,200 2% 0.30 4 -2.2% 
        Residents => 100 and < 250  17 61,592,795 7% 0.31 13 -9.4% 
        Residents => 250 16 355,706,165 43% 0.63 76 -8.8% 
Low-Income Patient Gross Days as % of Total Days        
        More than 60% 4 36,962,270 4% 1.09 66 -8.4% 
       50-60 % 8 250,883,191 30% 0.82 213 -14.4% 
        40-50 % 10 260,183,065 31% 0.73 98 -9.3% 
        30-40 % 16 117,185,150 14% 0.26 33 -12.4% 
        20-30 % 27 116,392,446 14% 0.34 22 -7.4% 
        10-20 % 26 30,591,356 4% 0.16 5 -1.8% 
       10 % and less 11 18,002,969 2% 0.15 7 -6.9% 
Low-Income Patient Gross Revenues as % of Total 
Patient Revenues       
        More than 60% 1 25,459,103 3% 0.79 138 -7.8% 
       50-60 % 5 58,755,720 7% 0.66 105 -9.8% 
        40-50 % 12 438,534,103 53% 0.87 137 -7.0% 
        30-40 % 20     4,097,775.00  18% 548,956,584 15 211,149,290 
        20-30 % 38     4,358,125.00  19% 190,041,988 19 30,999,673 
        10-20 % 73     7,228,675.00  32% 348,071,669 42 61,497,337 
       10 % and less 36     2,903,713.00  13% 95,621,757 8 3,805,221 
Financial Risk        
        More than 25 % 1        197,289.00  1% 55,413,272 1 71,890,843 
        20-25 % 8     1,297,053.00  6% 347,381,295 8 325,150,036 
        15-20 % 5     1,486,924.00  7% 236,278,852 5 167,913,905 
        10-15 % 13     2,684,243.00  12% 351,032,344 13 148,337,726 
        5-10 % 75     8,545,262.00  38% 670,811,230 75 116,907,937 
        0-5 % 72     6,885,625.00  31% 174,630,253 0 0 
       None 14     1,436,744.00  6% -27,201,393 0 0 
Safety Net Hospitals:Margin Net of DSH        
        Less than -25% 21     3,927,171.00  17% 709,022,141 20 513,005,145 
         -15 to -25% 15     2,122,513.00  9% 243,472,749 13 96,754,035 
        -5% to -15% 32     4,817,718.00  21% 392,877,367 19 129,944,493 
       -5% to 5% 22     2,357,507.00  10% 145,436,925 13 41,902,449 
       5% to 15% 0  -   -   -    - 
        From 15% to25% 0  -   -   -    - 
        25% and higher 0  -   -   -    - 
     All Safety Net Hospitals 90   13,224,909.00  59% 1,490,809,181 65 781,606,121 
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 Table D.3A 
 Wisconsin Hospitals 
 DSH Payments Based on Percent Low-income Utilization 

 

N  
Receiving 

DSH 
DSH Funds 

$ 
% of DSH  

Funds 
DSH to 

 Fin Risk 

DSH Per 
Adjusted  
Day ($) 

Margin 
w/ DSH 

All Hospitals 13 36,983,376 100% 0.09 7 6.4% 
By Geographic Area       
        Urban 7 27,104,556 73% 0.08 9 6.1% 
        Large Urban 4 23,009,488 62% 0.15 18 4.6% 
        Other Urban 3 4,095,068 11% 0.02 2 7.1% 
        Rural 6 9,878,819 27% 0.13 5 7.6% 
        Urban By Bedsize       
        0-49 beds 0 - - - - 6.2% 
        50-99 beds 0 - - - - 7.1% 
        100-199 beds 2 4,404,863 12% 0.23 14 9.4% 
        200-299 beds 1 3,234,284 9% 0.05 6 5.2% 
        300-499 beds 2 2,950,770 8% 0.03 3 6.6% 
        500 or more beds 2 16,514,640 45% 0.13 23 4.5% 
        Rural By Bedsize       
        0-49 beds 4 6,038,653 16% 0.31 6 5.2% 
        50-99 beds 1 3,420,859 9% 0.12 6 7.3% 
        100-149 beds 1 419,307 1% 0.04 2 8.8% 
        150 or more beds       
Type of Ownership       
        State government 0 - - - - 3.8% 
        County or local  government 0 - - - - 9.5% 
        Gov. - hosp. dist. 0 - - - - - 
        Not-for-profit 13 36,983,376 100% 0.10 8 6.5% 
        For-profit 0 - - - - - 
Teaching Status       
        Non- teaching 7 11,023,118 30% 0.08 4 6.6% 
        Fewer than 10 residents 3 6,211,334 17% 0.13 12 10.5% 
        Residents >10 and <100 1 3,234,284 9% 0.03 3 5.9% 
        Residents => 100 and < 250  2 16,514,640 45% 0.19 60 3.1% 
        Residents => 250 0 - - - - 3.8% 
Low-Income Patient Gross Days as % of 
Total Days        
        More than 60% 1 3,260,565 9% 1.24 187 18.3% 
       50-60 % 0 0 0% - - - 
        40-50 % 1 3,420,859 9% 2.28 97 13.0% 
        30-40 % 6 24,782,789 67% 0.25 51 3.8% 
        20-30 % 5 5,519,163 15% 0.17 13 2.0% 
        10-20 % 0 - - - - 6.3% 
       10 % and less 0 - - - - 8.0% 
Low-Income Patient Gross Revenues as % 
of Total Patient Revenues       
        More than 60% 0 - - - - - 
       50-60 % 0 - - - - - 
        40-50 % 2 9,056,474 24% 0.16 80 -3.2% 
        30-40 % 1 2,316,574 6% 0.33 32 -0.5% 
        20-30 % 1 10,718,731 29% 0.32 42 7.2% 
        10-20 % 9 14,891,598 40% 0.16 11 3.2% 
       10 % and less 0 - - - - 7.8% 
Financial Risk        
        More than 25 % 0 - - - - - 
        20-25 % 0 - - - - - 
        15-20 % 1 5,795,909 16% 0.11 61 -5.3% 
        10-15 % 3 5,601,177 15% 0.53 37 3.9% 
        5-10 % 8 22,165,431 60% 0.13 12 6.2% 
        0-5 % 1 3,420,859 9% 0.02 1 7.2% 
       None 0 - - - - - 
Safety Net Hospitals:Margin Net of DSH        
        Less than -25% 0 - - - - - 
         -15 to -25% 0 - - - - - 
        -5% to -15% 2 8,112,483 22% 0.13 49 -4.4% 
       -5% to 5% 9 27,244,248 74% 0.41 43 5.5% 
       5% to 15% 2 1,626,645 4% 0.21 9 10.6% 
        From 15% to25% 0 - - - - - 
        25% and higher 0 - - - - - 
     All Safety Net Hospitals 13 36,983,376 100% 0.27 38 3.7% 
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 Table D.3B 
 Wisconsin Hospitals 
 DSH Payments Based on Percent Low-income Revenues 
 N     DSH Per  
 Receiving DSH Funds % of DSH  DSH to Adjusted  Margin 
 DSH $ Funds  Fin Risk Day ($) w/ DSH 

All Hospitals 14 36,983,199 100% 0.09 7 6.4% 
By Geographic Area       
        Urban 7 32,450,940 88% 0.10 11 6.2% 
                Large Urban 4 25,294,087 68% 0.16 20 4.7% 
                Other Urban 3 7,156,854 19% 0.04 4 7.3% 
        Rural 7 4,532,258 12% 0.06 2 7.2% 
        Urban By Bedsize       
                0-49 beds 0 0 0% 0.00 0 6.2% 
                50-99 beds 0 0 0% 0.00 0 7.1% 
                100-199 beds 2 3,524,409 10% 0.18 12 9.2% 
                200-299 beds 0 0 0% 0.00 0 4.8% 
                300-499 beds 3 6,619,973 18% 0.07 6 6.9% 
                500 or more beds 2 22,306,558 60% 0.18 31 5.0% 
        Rural By Bedsize       
                0-49 beds 6 4,528,472 12% 0.23 4 4.7% 
                50-99 beds 0 0 0% 0.00 0 6.5% 
                100-149 beds 1 3,786 0% 0.00 0 8.5% 
                150 or more beds       
Type of Ownership       
                State government 0 - - - - 3.8% 
                County or local  government 0 - - - - 9.5% 
                Gov. - hosp. dist. 0 - - - - - 
                Not-for-profit 14 36,983,199 100% 0.10 8 6.5% 
                For-profit 0 0 - - - - 
Teaching Status       
                Non- teaching 8 5,286,765 14% 0.04 2 6.4% 
                Fewer than 10 residents 3 9,172,248 25% 0.19 17 10.9% 
                Residents >10 and <100 1 217,626 1% 0.00 0 5.7% 
                Residents => 100 and < 250  2 22,306,558 60% 0.26 81 4.2% 
                Residents => 250 0 - - - - 3.8% 
Low-Income Patient Gross Days as % of 
Total Days        
                More than 60% 1 2,769,902 7% 1.05 159 15.8% 
               50-60 % 0 0 - - - - 
                40-50 % 0 0 0% 0.00 0 1.0% 
                30-40 % 6 30,773,653 83% 0.32 63 4.8% 
                20-30 % 5 1,978,447 5% 0.06 5 0.9% 
                10-20 % 2 1,461,197 4% 0.01 1 6.4% 
               10 % and less 0 - - - - 8.0% 
Low-Income Patient Gross Revenues as % 
of Total Patient Revenues       
                More than 60% 0 - - - - - 
               50-60 % 0 - - - - - 
                40-50 % 2 15,837,168 43% 0.28 141 0.3% 
                30-40 % 1 6,282,418 17% 0.89 88 7.9% 
                20-30 % 3 11,360,609 31% 0.34 45 7.4% 
                10-20 % 8 3,503,003 9% 0.04 3 2.3% 
               10 % and less 0 - - - - 7.8% 
Financial Risk        
                More than 25 % 0 0 - - - - 
                20-25 % 0 0 - - - - 
                15-20 % 1 13,067,266 35% 0.25 137 -1.1% 
                10-15 % 3 9,816,878 27% 0.93 66 9.5% 
                5-10 % 8 12,637,857 34% 0.07 7 5.8% 
                0-5 % 2 1,461,197 4% 0.01 0 7.1% 
               None 0 - - - - - 
Safety Net Hospitals:Margin Net of DSH        
                Less than -25% 0 - - - - - 
                 -15 to -25% 0 - - - - - 
                -5% to -15% 2 19,349,685 52% 0.32 116 0.8% 
               -5% to 5% 8 15,956,103 43% 0.24 25 3.9% 
               5% to 15% 2 216,215 1% 0.03 1 9.1% 
                From 15% to25% 0 - - - - - 
                25% and higher 0 - - - - - 
             All Safety Net Hospitals 12 35,522,002 96% 0.26 37 3.6% 
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 Table D.3C 
 Wisconsin Hospitals 
 DSH Payments Based on Financial Risk as % Operating Cost 
 N     DSH Per  
 Receiving DSH Funds % of DSH  DSH to Adjusted  Margin 
 DSH $ Funds  Fin Risk Day ($) w/ DSH 

All Hospitals 46      36,983,199  100% 0.09 7 6.4% 
By Geographic Area       
        Urban 19      27,394,826  74% 0.08 9 6.1% 
                Large Urban 8      16,667,393  45% 0.11 13 4.3% 
                Other Urban 11      10,727,434  29% 0.06 6 7.4% 
        Rural 27        9,588,372  26% 0.12 4 7.5% 
        Urban By Bedsize       
                0-49 beds 2           468,415  1% 0.14 3 7.0% 
                50-99 beds 2            25,538  0% 0.00 0 7.1% 
                100-199 beds 2        1,823,764  5% 0.10 6 8.8% 
                200-299 beds 4        5,163,204  14% 0.08 9 5.4% 
                300-499 beds 5        5,867,949  16% 0.06 5 6.8% 
                500 or more beds 4      14,045,956  38% 0.11 20 4.3% 
        Rural By Bedsize       
                0-49 beds 16        7,359,904  20% 0.37 7 5.7% 
                50-99 beds 8        1,596,116  4% 0.06 3 6.8% 
                100-149 beds 2           595,705  2% 0.06 3 8.9% 
                150 or more beds       
Type of Ownership       
                State government 0 - - - - 3.8% 
                County or local  government 1            19,220  - - - 9.5% 
                Gov. - hosp. dist. 0                   -    - - - - 
                Not-for-profit 45      36,963,979  100% 0.10 8 6.5% 
                For-profit 0                   -    - - - - 
Teaching Status       
                Non- teaching 34      12,119,230  33% 0.09 4 6.6% 
                Fewer than 10 residents 5        6,789,195  18% 0.14 13 10.6% 
                Residents >10 and <100 5        4,910,662  13% 0.05 5 6.0% 
                Residents => 100 and < 250  2      13,164,111  36% 0.15 48 2.4% 
                Residents => 250 0                   -    0% 0.00 0 3.8% 
Low-Income Patient Gross Days as % of Total 
Days        
                More than 60% 1        1,083,196  3% 0.41 62 6.2% 
               50-60 % 0                   -    - - - - 
                40-50 % 0                   -    0% 0.00 0 1.0% 
                30-40 % 6      17,937,949  49% 0.18 37 2.7% 
                20-30 % 9        8,310,985  22% 0.25 19 2.8% 
                10-20 % 27        9,601,824  26% 0.05 3 6.6% 
               10 % and less 3            49,246  - - - 8.0% 
Low-Income Patient Gross Revenues as % of 
Total Patient Revenues       
                More than 60% 0                   -    - - - - 
               50-60 % 0                   -    - - - - 
                40-50 % 2      11,843,642  32% 0.21 105 -1.8% 
                30-40 % 1        3,657,925  10% 0.52 51 2.5% 
                20-30 % 2        2,778,255  8% 0.08 11 4.9% 
                10-20 % 24      14,750,042  40% 0.16 11 3.2% 
               10 % and less 17        3,953,335  11% 0.02 1 7.9% 
Financial Risk        
                More than 25 % 0                   -    - - - - 
                20-25 % 0                   -    - - - - 
                15-20 % 1      10,760,446  29% 0.20 113 -2.4% 
                10-15 % 3        7,817,236  21% 0.74 52 6.9% 
                5-10 % 42      18,405,516  50% 0.11 10 6.1% 
                0-5 % 0                   -    - - - 7.1% 
               None 0                   -                    - - - - 
Safety Net Hospitals:Margin Net of DSH        
                Less than -25% 0                   -    - - - - 
                 -15 to -25% 0                   -    - - - - 
                -5% to -15% 2      14,418,371  39% 0.24 86 -1.4% 
               -5% to 5% 9      11,006,044  30% 0.16 18 3.1% 
               5% to 15% 5        1,907,714  5% 0.25 11 10.9% 
                From 15% to25% 0                   -    - - - - 
                25% and higher 0                   -    - - - - 
             All Safety Net Hospitals 16      27,332,129  74% 0.20 28 2.8% 
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 TableD.3D 
 Wisconsin Hospitals 
 Sliding Scale DSH Payments Based on Financial Risk 
 N     DSH Per  
 Receiving DSH Funds % of DSH  DSH to Adjusted  Margin 
 DSH $ Funds  Fin Risk Day ($) w/ DSH 

All Hospitals 46 36,983,199 100% 0.09 7 6.4% 
By Geographic Area       
        Urban 19 28,229,325 76% 0.09 9 6.1% 
                Large Urban 8 18,460,779 50% 0.12 14 4.4% 
                Other Urban 11 9,768,546 26% 0.06 6 7.4% 
        Rural 27 8,753,874 24% 0.11 4 7.5% 
        Urban By Bedsize       
                0-49 beds 2 418,333 1% 0.12 3 6.9% 
                50-99 beds 2 22,808 0% 0.00 0 7.1% 
                100-199 beds 2 1,738,454 5% 0.09 6 8.8% 
                200-299 beds 4 4,611,165 12% 0.07 8 5.3% 
                300-499 beds 5 5,428,627 15% 0.05 5 6.8% 
                500 or more beds 4 16,009,938 43% 0.13 22 4.5% 
        Rural By Bedsize       
                0-49 beds 16 6,763,668 18% 0.34 7 5.5% 
                50-99 beds 8 1,425,463 4% 0.05 2 6.8% 
                100-149 beds 2 532,014 1% 0.05 2 8.9% 
                150 or more beds       
Type of Ownership       
                State government 0 0 0% 0.00 0 3.8% 
                County or local  government 1 17,165 0% 0.00 0 9.5% 
                Gov. - hosp. dist. 0 0 - - - - 
                Not-for-profit 45 36,966,034 100% 0.10 8 6.5% 
                For-profit 0 0 - - - - 
Teaching Status       
                Non- teaching 34 11,014,138 30% 0.08 4 6.6% 
                Fewer than 10 residents 5 6,361,059 17% 0.13 12 10.5% 
                Residents >10 and <100 5 4,385,624 12% 0.04 4 5.9% 
                Residents => 100 and < 250  2 15,222,378 41% 0.18 55 2.8% 
                Residents => 250 0 - - - - 3.8% 
Low-Income Patient Gross Days as % 
of Total Days        
                More than 60% 1 1,077,066 3% 0.41 62 6.1% 
               50-60 % 0 0 - - - - 
                40-50 % 0 0 0% 0.00 0 1.0% 
                30-40 % 6 19,673,874 53% 0.20 41 3.0% 
                20-30 % 9 7,613,062 21% 0.23 18 2.6% 
                10-20 % 27 8,575,216 23% 0.04 3 6.6% 
               10 % and less 3 43,980 0% 0.00 0 8.0% 
Low-Income Patient Gross Revenues 
as % of Total Patient Revenues       
                More than 60% 0 - - - - - 
               50-60 % 0 - - - - - 
                40-50 % 2 14,152,775 38% 0.25 126 -0.5% 
                30-40 % 1 3,454,894 9% 0.49 48 2.1% 
                20-30 % 2 2,481,210 7% 0.07 10 4.8% 
                10-20 % 24 13,363,668 36% 0.14 10 3.1% 
               10 % and less 17 3,530,652 10% 0.02 1 7.9% 
Financial Risk        
                More than 25 % 0 - - - - - 
                20-25 % 0 - - - - - 
                15-20 % 1 13,075,709 35% 0.25 137 -1.1% 
                10-15 % 3 7,469,854 20% 0.71 50 6.5% 
                5-10 % 42 16,437,636 44% 0.09 9 6.0% 
                0-5 % 0 - - - - 7.1% 
               None 0 - - - - - 
Safety Net Hospitals:Margin Net of 
DSH        
                Less than -25%  - - - - - 
                 -15 to -25% 0 - - - - - 
                -5% to -15% 2 16,530,603 45% 0.27 99 -0.5% 
               -5% to 5% 9 10,129,654 27% 0.15 16 3.0% 
               5% to 15% 5 1,703,745 5% 0.22 10 10.6% 
                From 15% to25% 0 - - - - - 
                25% and higher 0 - - - - - 
             All Safety Net Hospitals 16 28,364,002 77% 0.21 29 2.9% 
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APPENDIX E 
 

FEDERAL SUPPORT FOR UNCOMPENSATED CARE COSTS INCURRED BY 
AMBULATORY CARE PROVIDERS 

 
Overview 
 

The focus of our project is on federal support to financially vulnerable safety net 
hospitals. Public hospitals provided about 30 million ambulatory visits in 2000, about half of 
which were for primary care (NAPH, 2001). Uncompensated care costs associated with these 
visits as well as those for ambulatory care provided by other hospitals were taken into account in 
our evaluation of alternative DSH funding policies. However, one of the project’s task was also 
to consider the role of non-hospital ambulatory care providers also play an important role in the 
safety net for low-income populations.  The IOM report, America’s Health Care Safety Net: 
Intact but Endangered, identifies the following classes of ambulatory care providers as core 
safety net providers41: 

• Community health centers  
• Local health departments 
• School-based health clinics 
• Private practitioners 

Support for services furnished by these providers comes from federal, state and local 
sources. In the first section that follows, we briefly summarize the contribution of these non-
hospital ambulatory care providers to the safety net and their sources of funding. Where 
available, we include an estimate of current federal support for their services and/or 
uncompensated care costs. We follow with a discussion of our findings related to a review of 
initiatives to improve the access of the uninsured to ambulatory care.  We conclude with a 
summary of issues related to funding the uncompensated care costs of community safety net 
providers.  
 
What Role Do Community Safety Net Providers Play in Caring for the Uninsured? 

 
Community Health Centers 
 

Community health centers are private, non-profit organizations that receive public 
funding to furnish primary and preventive services to medically underserved populations 
(Dievler, 1998). Federally qualified health centers (FQHCs) must offer a sliding fee scale and 
provide services regardless of ability to pay (IOM, 2000). In 1998, they served approximately 9 
percent of Medicaid beneficiaries, 8 percent of the uninsured, and 19 percent of the population 
living in medically underserved areas lacking access to primary care physicians (BPHC, 2000). 
Section 330 of the Public Health Service Act authorizes grant funding to four categories of 
health centers: community health centers, migrant health programs, organizations providing 
healthcare for the homeless, and centers providing primary care to residents of public housing.  
In 2000, 730 centers received Section 330 grants. Of the 9.6 million persons that were served in 
by these organizations, 33.6 % were covered by Medicaid and 40.2 % were uninsured (Table 
E.1).  

 

                                                 
41 The IOM report also notes the important role played by the Veterans Health Administration and Indian Health 
Service. 
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Table E.1 

Source of Third-Party Insurance Coverage: CY2000 
HRSA Grantees (N= 730) 

Principal Insurance 
Source 

N 
Users 

% 
Users 

%  of  
Collected 
Patient Fees 

None 3,859,036   40.2       11.0 
Medicaid 3,221,673   33.6       62.4 
Medicare    695,339     7.2       10.4 
Other public insurance    338,688     3.5  4.3 
Private Insurance 1,485,422     15.5       11.9 
  TOTAL  9,600,158 100.0     100.0 
Source: HRSA Uniform Data System, 2001. 

 
Table E.2 

Total CY2000 Revenues Received by HRSA Grantees By Source 
(N=730): 

 Amount 
($millions) 

Percent 
of Total 

Federal grant revenue   975.0 24.79 
    Migrant health center 68.1 1.73 
    Community health center 720.3 18.31 
    Health care for the homeless 66.4 1.69 
    Homeless Children 2.1 .05 
    Public housing primary care 8.9 .23 
    Healthy Schools, Healthy Communities  8.2 .21 
    Ryan White 38.3 .97 
    Other federal grants 62.6 1.59 
Non-Federal Grants or Contracts   547.0 13.91 
     State grants and contracts 262.2 6.67 
     Local government grants and contracts 166.9 4.24 
     Foundation/private grants and contracts 117.9 3.00 
Other Non-Patient Care Related Revenue   125.3   3.19 
Patient Care Revenues 2,152.6 54.73 
     Self-pay 236.5 6.01 
     Medicaid 1,343.8 34.17 
     Medicare 222.8 5.66 
     Other Public 92.7 2.36 
     Private third party 256.7 6.53 
Revenue from Indigent Care Programs 133.3  3.39 
Total Revenue 3,933.1 100.0 



RAND  9/27/02 134

The average user had 4.0 encounters for an average total cost of $406.14. Total costs for 
the 730 grantees under Section 330 were $3.9 billion. Collections on patient fees  
totaled $2.15 billion, of which $1.3 billion was collected from Medicaid (62.4% of total collected 
fees). Based on the average total cost of $406.14 and 3,859,036 visits, total costs of providing 
care to the uninsured is estimated at $1.567 billion. Collections from self-pay users totaled 
$236.5 million, for a net cost of $1.331 billion prior to consideration of revenues from indigent 
care programs and grants.  

Table E.2 summarizes the funding sources to support the 730 grantees. The FQHCs rely 
on a patch-work of federal grants to provide about 25% of their support (with the bulk coming 
from CHC funding). The diversity of funding streams has been seen as both administratively 
burdensome to the FQHCs and protection if funding is cut in one or more programs (IOM, 
2000). Medicaid provided 34% of funding in 2000. Effective January 1, 2001, Medicaid 
reasonable cost reimbursement to FQHCs was repealed and replaced by a new prospective 
payment system based on historical Medicaid costs adjusted for changes in scope of services.42 
The new payment system will reduce the stability of Medicaid support for FQHC care. 

There are also 111 FQHC “look-alikes” that meet the requirements of the Section 330 
grant program but do not receive grants. The “look alikes” operate in 182 sites and provide 
primary care services to over 1,120,000 users (BPHC, 2001a). In addition, there are community-
based primary care clinics funded with state and local grants that provide care to the uninsured 
and low-income populations but do not meet Section 330 requirements. National estimates are 
not available regarding the uninsured population served by these clinics. 

     
Local Health Departments 
 

The core public health functions that local health 
departments are responsible for include linking people to 
needed personal health services and ensuring the 
provision of health care when it is otherwise unavailable. 
Many departments provide direct care to vulnerable 
populations and specialize in providing free care to 
populations with special needs (e.g. HIV, drug 
dependence) (IOM, 2000). Table E.3 summarizes the 
services and percentage of local health departments 
providing them in 1998. Funding for local health 
departments comes from state (40%) and local (37%) 
government, Medicaid (7%) and categorical federal 
funding (6%). There is some evidence that direct care 
services are declining with the growth of Medicaid 

managed care and less reliance on local health departments as Medicaid providers (IOM, 2000).  
 
School-Based Health Centers 
 

School-based health center (SBHC) programs have grew rapidly during the last decade 
from about 150 centers in 1990 to an estimated 1300 in 2000 (Morone, 2001). While the centers 

                                                 
42 Section 702 of the Medicare, Medicaid and SCHIP Benefits Improvement and Protection Act effective January 1, 
2001. 

 
 Table E.3 
Direct Care Services Provided by 
Local Health Departments: 1998 
Service % Providing 
Immunizations 96 
Well-child clinic 79 
WIC 78 
Medicaid EPDST 72 
STD testing 71 
Family planning 68 
School-based clinics 25 
Source: IOM, 2000. 
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differ in scope of services, staffing, and funding, they generally consist of a multi-disciplinary 
team providing a comprehensive range of services that specifically meet the health care needs of 
young people in the community (CHHCS, 2001).    

Initial growth in SBHCs was supported by funding from the Robert Wood Johnson 
Foundation’s “Making the Grade: State and Local Partnerships to Establish School-Based Health 
Centers ” and has been spurred more recently by increased funding from government sources. 
For the 1997-1998 school year, total funding from state, federal and third party collections 
totaled $53.5 million (Table E.4). The two main sources of federal funds were state-directed 
Maternal and Child Health grants and direct grants under the Health Schools/Healthy 
Communities program. Support from local communities is substantial but has not been estimated 
at the national level.43  In addition, foundations continue to provide support (CHHCS, 2001a). 
          

A qualified health care provider is responsible for 
the clinical services furnished by SBHCs. The 
sponsors of the staff are: 

• Hospitals         29% 
• Health depts.  22 
• CHCs   18 
• Non-profit health 11  
• organizations 
• School systems   9 
• Medical and nursing   6 

schools   
• All other    4 

(National Assembly, 1999)   
 
National estimates of the care furnished to the 
uninsured by the school-based clinics have not been 
made. The estimates are hindered by the policy of 
many SBHCs to furnish services free of charge to 
all students seeking care. However, the Centers for 

Medicare and Medicaid Services policies on “free care” and third-party liability have made it 
problematic to obtain Medicaid payment without charging other third-party payers (Morone, 
2001; National Assembly, 2001; Schneider, 2001). Many states are now encouraging SBHCs to 
pursue third-party collections (including Medicaid) and to use federal and state grants for the 
uninsured. There is, however, considerable burden associated with obtaining valid insurance 
information and establishing billing and collection procedures (National Assembly, 2001). 

SBHCs may participate in Medicaid in all but three states: Arizona, Hawaii, and 
Oklahoma. (CHHCS, 2001). Within the context of the current project, state policies regarding 
how the school-based health centers are viewed by Medicaid are most pertinent. 

• In some states, the school-based health centers are defined as non-institutional Medicaid 
providers. For example, the Illinois Department of Public Aid has established standards 
and an application process for school-based health centers seeking enrollment as a 
medical provider.  

                                                 
43 For example, local funds covered 46% of the budgets for school-based health centers in 11 communities.   

Table E.4 
Federal, State and Third Party 
Support for School-based Health Centers, 
1997-1998 In Millions $ 
State Funds $46.1 
  State General Fund $29.6 
  Other State support    7.2  
Third Party Collections    9.4 
` Est. Medicaid FFS    8.2 
  Est. Medicaid MCO    0.7 
  Est. Commercial    0.5 
Federal Funds 17.3 
  MCH Block Grant    9.3 
  Healthy Schools/ 
  Healthy Communities 

   8.0 
 

Total $53.5 
Source: National Survey of School-Based 
Health Centers 
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• A different model is used in New York. The school-based health center is treated as a 
sub-provider of the sponsoring institution, which can then bill for the school-based health 
center’s services at the Medicaid all-inclusive rate (National Assembly, 2001).  

Either model provides a potential mechanism for obtaining information on the center’s volume 
of uncompensated care and for providing funding for that care. Other models, which require 
managed care plans to contract with SBHCs do not have the same potential. 
 
Private Practitioners 

Eighty percent of ambulatory care delivered by non-Federal physicians is provided in 
office-based practices (Cherry et al., 2001). The expected source of payment for the office visits 
in 1999 were: 

• Private insurance: 55% 
• Medicare: 20% 
• Medicaid: 7.5% 
• Self-pay: 5.4%  
• No-charge: 1.0% 
• Other: 10.3% 

Although community health centers and hospital outpatient departments are traditionally 
seen as the major medical providers for vulnerable populations, physician offices provide 
substantial ambulatory care to low-income populations. Data from the 1996 Medical Expenditure 
Panel Survey indicates that 86.4 % of ambulatory visits made by the uninsured (71.4 million 
visits) were to office-based practices compared to 7.6% in outpatient departments and 6.0% in 
emergency rooms (Kirby, 2001).  There is some evidence, however, that physicians in private 
practice tend to treat patients who are temporarily uninsured and who have income levels above 
300 percent of poverty (IOM, 2000).  In 1994, 78 percent of the primary care visits by patients 
with Medicaid or no insurance coverage were to physician offices compared to 10.6 % to 
community health centers and 11.5% to hospital outpatient departments. The pattern was similar 
in 1998 (Forrest, 2000). 

Data from the 1998-1999 Community Tracking Study (CTS)(Reed, 2001) shows about 
72 percent of physicians provide an average of 10.6 hours per month of charity care. Physicians 
who own their practice are more likely provide charity care than those who do not (81% vs. 
61%). Among those least likely to provide charity care are physicians practicing in staff/group 
HMOs (46%) and hospital-owned settings (61%). While there is concern that the growth of 
managed care is reducing physician willingness to provide charity care, data from the American 
Medical Association’s 1994 Socio-economic Monitoring Survey indicate that 67.7 percent of all 
physicians provided charity care, defined as care provided for free or at reduced fees due to 
financial need on the part of the patient. Of the physicians providing charity care, physicians 
spent, on average, 7.2 hours or 12.4 percent of their working hours providing charity care.  
 
What Data Sources Are Available to Estimate Uncompensated Ambulatory Care? 
 
National Ambulatory Medical Care Survey 
 

The National Ambulatory Medical Care Survey (NAMCS) is a national probability 
sample survey related to visits to office-based physicians in the United States. The sample data 
are weighted to produce national estimates. The most recent survey data available are for 1999. 
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The NAMCS collects information on the characteristics of the physician practice, the patient, 
and the visit. Of particular interest for purposes of this report is the series of questions related to 
expected source of payment and the policies of the physician practice related to treating poor 
patients. Some findings on office-based physician practices were discussed earlier in this. Other 
findings for 1999 include the following (Cherry et al., 2001): 

• There were 756.7 million visits to office-based physician practices. In 95.7 percent, a 
physician saw the patient. The mean time spent with the physician was 19.3 minutes.  

• One-third of physicians do not accept charity cases and 21.6 percent do not accept new 
Medicaid patients.  

• Since 1985, self-pay declined from about 35 to 5% of visits. 
 
There is no single category for uncompensated care on the survey. The self-pay category 
includes any patient without insurance who is expected to be ultimately responsible for the most 
of the bill, regardless of whether payment is actually made. Thus, it includes both those who are 
able to pay for the services and those who are not. The no-charge category includes visits for 
which no fee is charged, including not only charity care but also research and professional 
courtesy care. 
As indicated earlier, self-pay was estimated as the source of payment for 5.4% of visits. 
Applying this percentage to the total number of visits to physician practices (756.7 million) 
yields an estimate of 40.9 million visits by the uninsured in 1999, considerably less that the 
estimate provided by the MEPS survey (see below). Using both the self-pay and no-charge 
categories raises the estimated visits to 48.4 million.  
 
Medical Expenditure Panel Survey 
 

The Medical Expenditure Panel Survey (MEPS) is a national survey funded by the 
Agency for Healthcare Research and Quality (AHRQ) to obtain a variety of measures on health 
care services, including sources of payment for health care expenditures (AHRQ, 2000). The 
survey consists of four components, two of which are particularly relevant to estimating the 
volume of care provided by private practitioners to the uninsured44: 
The household component collects information from a nationally representative sample of 
approximately 10,000 families and 24,000 individuals.  
The medical care component covers approximately 17,000 physicians as well as hospitals and 
home health care providers. Its purpose is to supplement the information obtained from the 
household component.  

The expenditure data on the file is developed from both the household and medical 
components. Pre-imputed and imputed versions of expenditure and sources of payment data are 
provided. Expenditures are defined as the sum of payments for care received, including out-of-
pocket payments and payments by insurers and other parties. Charges associated with bad debt 
and charity care are not counted as health care expenditures because there are no payments 
associated with them. (Charges are collected in addition to expenditures, but it is not clear how 
they meaningful they are. Charges with no expenditures cannot be assumed to be charity care 
because of flat fees and bundled payments).  Office-based visits are separately categorized and 
the payer categories include: self or family, Medicaid, and other state and local sources. The 
                                                 
44 The other two components are a nursing home component and an insurance component that collects information 
on coverage and premiums from the household component and business establishments.  
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latter category includes community and neighborhood clinics, health departments, and local 
programs for low-income patients. Thus, MEPS does not contain direct information on charity 
care but does have indirect information on the expected sources of payment that can be used to 
make a national estimate the volume of office-based services provided to the uninsured.   
As previously reported, the 1996 MEPS estimated the uninsured had 71.4 million visits to office-
based practices. The estimate was based on 32.78 uninsured. For all patients, the average 
expense per ambulatory visit (to all categories) was $127 and the median expense was $50. The 
average payment by the uninsured for ambulatory care is not available from published data but 
could be determined from the survey data.  
 
Community Tracking Study (CTS) 
 

The Center for Studying Health System Change uses a set of national biennial surveys 
and site visits to track changes in health care systems over time and the effects of those changes 
on patients and providers. The Community Tracking System (CTS) collects data in 60 randomly 
selected communities stratified by region, community size and type (metropolitan/non-
metropolitan) to provide a representative profile of change across the United States. Twelve 
metropolitan areas with more than 200,000 people are studied in depth, including site visits as 
well as larger sampling. CTS survey and site visit data for Round I spans 1996-1997, Round II 
from 1998-1999 and Round III from 2000-2001. The results are available from Round I and II.   

The household telephone survey collects information on 60,000 individuals in 33,000 
families. The questions involving insurance coverage and health care utilization could be used to 
estimate the volume of physician services furnished to the uninsured. In particular, the survey 
asks for information on insurance coverage (and changes within the past year) and use of 
ambulatory services within the past 12 months, including the number of physician visits. There 
are also questions related to income and total family out-of-pocket expenses over the past 12 
months.  

The physician telephone survey collects information from a nationally representative 
survey of 12,000 non-federal physicians who spend at least 20 hours per week in patient care. 
The questions are directed to the nature of the practice and its revenues. The only question that is 
directly related to charity care has limited utility in estimating uncompensated care costs 
associated with physician services. The question asks the physician to estimate the number of 
hours spent in the last month providing charity care. The survey defines charity care as meaning 
that either no fee or a reduced fee was charged because of the patient’s financial need. Time 
spent in providing care that resulted in bad debt (payment expected but not received) or 
contractual allowances from Medicare and Medicaid are not to be included in the time estimate. 
There is no distinction between services for which no or token payment was received versus 
those where the fee was discounted to a level comparable to that received from third party payers 
such as Medicare.  

The uninsured in the CTS Household Survey reported an average of two physician visits 
per year. Assuming 42.1 million uninsured (Kaiser, 2000) would produce an estimated 84.2 
million visits to physician offices in 1999.  
 
Public Programs Providing The Uninsured Access to Community Providers 
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An earlier Urban Institute study examined programs using DSH funds to provide health 
care services to the uninsured in five locations: Denver, CO; Indianapolis, IN; Lansing, MI; 
Detroit, MI; and, San Antonio, TX.  These programs are viewed as innovative efforts to increase 
the access of the uninsured to primary care services. While the design of the programs varied 
substantially, the primary objective of each program was to provide a health care structure to the 
uninsured population by offering a service package to uninsured individuals with an established 
network of providers (Urban, 2001). Eligible individuals enrolled in the program. Some 
programs assigned participants to a primary care provider while others developed a list of 
specified providers that participants could use.  

• Denver Health provides care through a hospital, FQHCs, school-based clinics, and the 
local health department. Community physicians in office-based practices are not part of 
the provider network.  (The Colorado Indigent Care Program contracts with licensed 
community clinics that provide a minimum of three percent charity care).   

• Wishard Memorial Hospital has historically been the safety net provider in Indianapolis.  
Under Wishard Advantage, the Indiana University Medical Group (IUMG), a physician 
group sponsored by the medical school and the Health and Hospital Corporation, 
provides primary and specialty care for uninsured patients and managed Wishard Health 
Services’ community health centers. The IUMG primary care physicians provide primary 
care and act as gatekeepers in exchange got a capitated per member per month (PMPM) 
payment; payment for specialty care is made separately though the medical school. While 
most care is furnished at the community centers, some is also provided in the IUMG 
offices. Recently, Wishard Advantage was opened to other community physicians 
(Rollins, 2001a).   

• The Ingram Health Plan provides low-income uninsured patients with access to 
ambulatory care. With the exception of one private office, the primary care sites are 
operated by the health department, University of Michigan, and Ingram Regional Medical 
Center. Primary care and specialty providers receive PMPM payments. 

• The Carelink Program that provides financial assistance to uninsured residents of Bexar 
County (San Antonio), Texas is sponsored by the University Health System (UHS). The 
University of Texas physicians staff the hospital and its five clinics. Prior to Carelink, 
UHS made a pre-determined lump sum payment to the medical school that was unrelated 
to the patients or volume of care provided by an individual physician. Under Carelink, the 
physicians are paid on a fee-for-service basis.  

• Both programs designed to improve access for low-income uninsured persons in Detroit 
use managed care approaches and contract with provider networks on a capitated basis. 45  

 
DSH payments to hospitals are unrelated to the care provided specific uninsured 

individuals; in contrast, the ambulatory programs discussed above limit payment to services 
provided to individuals who are enrolled in a program targeted to the uninsured. The model 
evolving in Los Angeles using 1115 waiver funds is somewhat different in that uninsured 
patients are not enrolled into a program but complete certificates of indigency attesting to their 
financial status at the treatment site. The LACDHS allocates the total pool of waiver funds to 
local service areas based on projected need. Individual providers are paid on a fee-for-services 
basis (with case management fees available for certain patients with special needs). Under the 

                                                 
45 Health Choice targets low-income workers while Plus Care targets the non-elderly adult population. 
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program, the Los Angeles County Department of Health Services (LACDHS) has extended its 
provider network from county-owned clinics to include community partners: 17 FQHCs, 25 
state-licensed community clinics, and 25 private physician practices (Rollins, 2001b).  
 
Issues Related to Supporting Uncompensated Care Costs of Community Providers 
 
 Currently, ambulatory care services provided to the uninsured in community-based 
settings are supported through charity care and a patchwork of federal, state, and local 
government programs. The way care is provided at the local level varies substantially across 
communities. In some, care is concentrated in hospital outpatient departments and to some extent 
is supported through DSH funding. Other communities have a strong tradition of community 
health centers that receive federal funding through section 330 grants. Community physicians in 
office-based practices provide substantial services to the uninsured but for the most part received 
no public funding for these services. The differences in support have implications for where care 
is provided and the relative proportion of uncompensated care costs that are borne by the federal 
government, state and local communities, and the health care provider.  
 While rationalizing federal subsidies for ambulatory care provided to low-income 
uninsured populations is an attractive policy objective, the mechanism for doing so in the 
absence of national health insurance is not clear. Support for uncompensated care provided by 
hospitals and by community health centers is not tied to care provided specific individuals. 
However, our limited review of innovative programs funded by 1115 waivers or Community 
Access Program grants indicate that most programs providing financial assistance for 
community-based ambulatory care involve enrollment by both the patient and the provider. 
Enrollment by the patient in a program that qualifies for federal funding would be tantamount to 
national health insurance. Without patient enrollment, a system of provider enrollment and 
reporting would be required. A mechanism is already in place for community health centers to 
subsidize for the difference between operating expenses and revenues. Since these facilities are 
required by law to treat all patients regardless of ability to pay and to establish a sliding fee 
schedule, there has not been an issue regarding whether the uncompensated care is attributable to 
indigent low-income patients. Extending a subsidy to other community-based ambulatory care 
providers would raise a number of issues: 

• Which providers should qualify for subsidies? Should only providers who have a 
demonstrated commitment to serving low-income populations qualify? How would they 
be identified? Should there be an enrollment mechanism?   

• What services should be subsidized? Is it realistic to limit subsidies to services provided 
to low-income uninsured populations in the absence of enrolling eligible patients? What 
reporting and verification system is reasonable? Should the subsidies be limited to 
services that must be required by law by the Emergency Medical Treatment and Labor 
Act? 

• What level of uncompensated care costs should be subsidized? To what extent should the 
costs of care to the uninsured be covered by patient fees, absorbed by the provider, 
supported by state and local government, and subsidized by the federal government? Is 
there rationale for providing varying levels of support for the different components of the 
safety net for ambulatory care? 

Questions such as these would need to be addressed before an estimate could be made of the 
projected cost of extending DSH federal subsidies to community ambulatory care providers. 
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Even with these issues resolved, it will not be easy to estimate the cost of the program based 
on existing data for the four major types of community-based safety net providers. Our findings 
in this regard from available published data are detailed below. 

• Community health centers. Comprehensive data are available for BPHC grantees. The 
730 grantees incurred net costs of $1.331 billion for uninsured users. Comparable 
financial data are not available for FQHC look-alikes. If we assume they had comparable 
costs and utilization, their net costs for uninsured users is about $0.62 billion. Data are 
not available for other community clinics that serve a safety net function. 

•  Local health departments. We were unable to identify a data source that would allow us 
to estimate the cost of direct care services provided to the uninsured. There is no uniform 
reporting of local health department costs or services that could be used for such an 
estimate.   

• School-based health clinics. The no-charge policy of many school-based health clinics 
hinders an estimate of the uncompensated care costs for uninsured children.  

• Private practitioners. National survey data can be used to estimate the volume of 
physician visits made by the uninsured. Estimates based on earlier data would need to be 
adjusted for growth in the uninsured and inflation. Assuming 41.2 million uninsured and 
2-2.5 ambulatory visits to physician offices per uninsured (based on the CTS and MEPS 
findings), results in an estimated 82- 103 million visits by the uninsured. The average 
Medicare physician fee schedule payment for an extended office visit, new patient in 
2002 is $130.68. Using this payment as an estimate of the cost of ambulatory visits, 
results in total estimated costs of $10.7 –13.5 billion before collections are taken into 
account. While not within the scope of this project, MEPS data could also be used to 
develop an estimate of the uncompensated care costs associated with these visits since the 
survey collects information on health care expenses by source of payment. 
 
Additional research is needed to understand how much of the ambulatory care provided 

to the uninsured population is uncompensated, and how the uncompensated care burden varies 
across communities and types of providers within the communities. A policy that concentrates 
funding solely on hospital outpatient departments and clinics may serve to discourage 
community providers from providing substantial amounts of care to the indigent populations. 
Survey data could be used to define the characteristics of private physician practices that have a 
demonstrated commitment to serving the poor that could be used to establish potential criteria for 
identifying eligible providers for funding support. Case studies of the localities studied in depth 
by the CTS could also be used to understand differences across communities in the relative share 
of uncompensated ambulatory care costs borne by physicians relative to hospital-owned systems 
of care. Findings on this issue have implications for the equity of a policy that concentrates 
federal subsidies for uncompensated care on hospitals. Case studies of programs that have 
extended to safety net to include community providers could provide information on whether it is 
feasible to operationalize a non-enrollment program for the uninsured.    

We did not identify a body of literature that examined issues related to financing 
uncompensated care costs incurred by ambulatory providers. One reason may be the diversity of 
the arrangements for providing care to the uninsured. An alternative to establishing national 
policies related to funding charity care provided by non-hospital community providers would be 
to expand the Community Access Program. This program provides the flexibility to take the 
structure of the local health care delivery system into account that may be lost in a national 
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allocation policy for uncompensated care costs incurred by community safety-net providers. In 
the absence of national health insurance, grants to local communities targeted toward expanding 
and strengthening the role of community safety-net providers that are not current recipients of 
federal funds would be more appropriate use of DSH-like funds than a program that tries to 
allocate funding directly to those providers based on national policies and criteria. The challenge 
will be to devise coordinated policies between DSH funding to hospitals and grant programs for 
community providers that create appropriate incentives for the expansion of community-based 
ambulatory care access for the uninsured.  
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